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ABSTRACT 

This study analyzes the self-help capabilities cf the 
States to equip themselves with a highly productive state-local 
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The present state- local revenue system is said to be impaired in its 
productivity and equity by: (1) the regressive impact of property, 

general sales, and selective excise taxes; (2) the imbalance between 
fiscal resources and certain functional responsibilities of 
government; (3; the sluggish response of state and local revenues to 
economic growth; and (4) the difficulties in assuring equitable 
administration of the property tax. Possible solutions to these 
problems are presented in r elation to the achieve ing of a heavy-duty 
State- locc\l revenue system. A discussion of the implications^ of 
Federal financing of public welfare and Federal revenue sharing for 
school finance and for the improvement of state— local tax systems is 
aiven. Five appendixes provide the following: A- Major 
Recommendations of State Tax Studies, 1968—1971; B. Bibliography of 
SGlGCt6ci Matsrials on StatG and Local Financo; C* Constitutional and 
statutory Limitations on state and Local Borrowing and Property 
Taxation; D« Appendix Tables and E. The Rough Road to Tax Reform: The 
Ohio Experience. The report proper is illustrated with 27 tables. 

(For related document, see ED 058 473.) (DB) 



o 

ERIC 



I 







State-Locai Revenue Systems 
and Educationai Finance 




1 

■I 




Prepared by 

Advisory Commission on Intergovernmental Relations 









, J 



• .^5 
■;v) 



T j 

. ■ j 



•■V 



I 










i&xassEsa^Ai 



THIS IS ONE OF SEVERAL REPORTS PREPARED FOR THIS COMMISSION. 
TO AID IN OUR DELIBERATIONS, WE HAVE SOUGHT THE BEST QUALIFIED 
PEOPLE AND INSTITUTIONS. TO CONDUCT THE MANY STUDY PROJECTS RE- 
LATING TO OUR BROAD MANDATE. COMMISSION STAFF MEMBERS HAVE 
ALSO PREPARED CERTAIN REPORTS. 

WE ARE PUBLISHING THEM ALL SO THAT OTHERS MAY HAVE ACCESS TO 
THE SAME COMPREHENSIVE ANALYSIS OF THESE SUBJECTS THAT THE C(»J.^ 
MISSION SOUGHT TO OBTAIN. IN OUR OWN FINAL REPORT WE WILL NOT BE 
ABLE TO ADDRESS IN DETAIL EVERY ASPECT OF EACH AREA STUDIJSD . BUT 
THOSE WHO SEEK ADDITIONAL INSIGHTS INTO THE COMPLEX PROBLEMS OF 
EDUCATION IN GENERAL AND SCHOOL FINANCE IN PARTICULAR WILL FIND 
MUCH CONTAINED IN THESE PROJECT REPORTS. 

WE HAVE FOUND MUCH OF VALUE IN THEM FOR OUR OWN DELIBERA- 
TIONS. THE FACT THAT WE ARE NOW PUBLISHING THEM, HOWEVER, 
SHOULD IN NO SENSE BE VIEWED AS ENDORSEMENT OF ANY OR ALL OF 
THEIR FINDINGS AND CONCLUSIONS. THE COMMISSION HAS REVIEVrED THIS 
REPORT AND THE OTHERS BUT HAS DRAWN ITS OWN CONCLUSIONS AEID WILL 
OFFER ITS OWN RECOMMENDATIONS. THE FINAL REPORT OF THE COMMISSION 
MAY WELL BE AT VARIANCE WITH OR IN OPPOSITION TO VIEWS AND RECOM- 
MENDATIONS CONTAINED IN THIS AND OTHER PROJECT REPORTS. 



The President’s Coinnission 
on School Finance 

Neil H. McElroy, Chairman 
Mary T. Brooks 
William G. Colman 
Hilda A. Davis 
John B. Davis, Jr. 

John H. Fisher 
Dorothy M. Ford 
Norman Francis 
Eugene Gonzales 
Warren P. Knowles 
David H. Kurtzman 
Duane Matthels 
William E. McManus 
Wendell H. Piarce 
William G. Saltonstall 
W. B. Thompson 
Clarence Walton 
Ivan E. Zylstra, 

Norman Karsh, tbrecutive Director 



2 






t- 



Advisory Commission on Intergovernmental Relations 

Washington^ D.C. 20575 




STATE-LOCAL REVENUE SYSTEMS 
AND EDUCATIONAL FINANCE 




A REPORT PRESENTED TO THE 

President's Commission on School Finance 

November 12^ 1971 
Revised December 30., 1971 









3 









PREFACE 



This research report was prepared by the staff of the 
Advisory Commission on Intergovernmental Relations under a 
contract to the President's Commission on School Finance. 
Principal investigators were Will S. Myers, Charles F. Revier, 
John Shannon, and Paul N. Van de Water. Professional assistance 
was given by L. Richard Gabler, Jacob M. Jaffe , Sandra Osbourn, 
and Francis X. Tippett. Secretarial work was performed by 
Diane Cipperly, Jennifer Deel, Gloria Flournoy, Patricia Koch, 
Elizabeth McCulley, and Ruthamae Phillips. The project also 
benefitted from comments and assistance by various scholars 
and public officials. 

While the conclusions of this study largely conform to 
formal recommendations that have been made by the ACIR, the 
document has not been approved by the Commission and is not an 
official Commission report. Authority for the staff to conduct 
study was given by the Commission at its meet.I.ng of 
January 22 , 1971 . 



John Shannon 
Assistant Director 

Wn. R. MacDougall 
Executive Director 



iii 



4 



TABLE OF CONTENTS 



Chapter 1 . State-Local Revenue Systems and Educational Finance 

The School Financing Mix 1“2 

The Local Scene 1”^ 

State Aid *1“6 

Competition for Funds l'”7 

A New Financing Mix 1“8 

The Critical Question--Can States Take on the Financing 

Job? 1-8 

New Dimensions In State-Local Tax Policy 1-11 

Federal Policy Alternatives 1-1?, 

Chapter 2 . The Present State-Local Revenue System 

Description 2-1 

Revenue Yield 2-1 

Revenue Growth 2-6 

Balanced Use of Income and Sales Taxes 2-7 

Business Taxes 2-8 

Ma j or Issues 2-11 

Distribution of Tax Burdens and Expenditure Benefits .. 2-11 

The Income Test and the Income Tax 2-19 

Fiscal Imbalance 2-25 

Industrial Location and Tax Competition 2-29 

Governmental Fragmentation 2-33 

Revenue Inelasticity 2-37 

Property Tax Administration 2-52 

Summary • 2-56 

Chapter 3 . Achieving a Heavy-Duty State-Local Revenue System 

Minimizing Use of Local Taxes for Schools 3-1 

Increased State Responsibility for School. Support 3-1 

Diversity, Broad-Base, and Elasticity In State Taxes 3-6 

A Strong Personal Income Tax In a Balanced System 3-10 

Business Taxation 3-12 

The Property Tax as a Revenue Source 3-14 

Improving Property Tax Administration 3-16 

Metropolitan Property Tax 3-19 

Tax Rates Required for State Financing of Schools.... 3-20 



The l^rospects for Adoption 

Prospects for Reform from Within the System ....4-1 

Evaluation of the Expenditure Pressure Factor 4-7 

Evaluation of the Property Tax Dissatisfaction Factor. 4-14 
The Role of the Judges in Promoting State-Local Fiscal 

Reform 4-15 

Effect of 'Serrano on the State-Local Fiscal System.. 4-17 



v 



T/iBLE OF CONTENTS 
(Continued) 



Chapter 4. (Continued); _ . . _ . , 

Strengthening the State Fiscal Systetn--The Federal Role 4-18 

Federal Encouragement of State Use of the 

Personal Income Tax j 

Federal Aid — Welfare Relief and Revenue Sharing 4-19 

Evaluation of the Federal Role ».4-22 

Appendices imi 

A. Major. Recommendations of State Tax Studies, 1968-1971 

B. Bibliography of Selected Materials on State and Local 

Finance 

C. Constitutional and Statutory Limitations on State and 

Local Borrowing and Property Taxation 

D. Appendix Tables 

E. The. Rough Road to Tax Reform; The Ohio Experience 



Vi 



6 



asassBoass^ 






TABLES 



1-1. State and local expenditures for education 
(other than higher) by governmental source 
o£ financing, selected years, 1942-1969 

1-2. School share of local property taxes, 

selected years, 1942-1969 . , 

1- 3. State and local tax collections, fiscal 

years 1964 and 1970 

2- 1. State and local tax revenue, by source, by state, 1970 

2-2. Measures of relative effort for selected tax 

sources, 1966-67 

2-3. Relationship o£ state and local taxes with 
an initial impact on business to total state 
and Ipc^l taxes, by state, 1957, 1962, and 1967.,. . 

2-4, State and local taxes with an initial impact on 

business, by type of tax, by state, 1967 

2-5. Factor income," transfers, tax payments, and 
expenditure benefits by adjusted money income 
bracket, 1968 ^ 

2-6. Tax payments as percent of factor income plus 

transfers by adjusted money income bracket, 1968 .... 

2-7. Taxes as percent of income from capital, 

1953-59 

2-8. Average wealth of families, 1962 

2-9. State use of personal income tax credits and 
cash rebates to minimize or offset the 
fegressivity of sales and property taxes 

2-10. Estimated income elasticities of Inajor state- 

local taxes; at constant rates . .* • 

2r-ll. Bibliography on tax elasticities 

2-12. Estimated elasticities of major state taxes . . . • 



Vll 



Page 

1-2 

1- 3 

1-10 

2 - 2 

2-5 

2-9 

2-10 

2-12 

2-13 

2-16 

2-18 

2-21 

2-39 

2-40 



2-43 



Table 



Estimated elasticity of real property tax 



Page 

2-44 



j 

I 

t 



2-13 



2-14. Measures of assessment quality, selected 

states, 1961 and 1966 

3-1. Percentage distribution of educational 

expenditures (other than higher education) 
by governmental source and type of financing, 
fiscal year 1969 

3-2. Educational expenditures (other than higher 
education) by governmental source and type 
of financing, fiscal year 1969 



3-3. General sales tax base as fraction of 

standard base, fiscal year 1967 

3-4. State personal income tax rates as percent 

of federal adjusted gross income in 1968 . . 

3-5. State general sales tax rates 

3-6. State corporation income tax rates as percent 
of state personal income in 1968 

3-7. Total of state and local tax revenues other 
than state personal income tax and general 
sales' tax as percent of state personal income 
in 1968 



4-1. Major recommendation! iii governors’ budget 

messages, 1968-1971 . 

4-2. Percentage increase in State taxes required 
for State financing of 90% of public 
school costs . . . 



4-3. Percentage increase in 1969 State taxes required 
for State financing of 90% of school costs 
assiuning that all Federal aid (welfare relief 
and revenue sharing) was earmarked for schools, . . 



vili 





2- 55 

. 3-4 

. 3-5 

3- 11 

3-25 

3-26 

3-27 

3- 28 

4- 3 

4-12 

4-20 



APPENDIX TABLES 



1 . 



2 . 



3. 



4. 



•5. 



6 . 



7. 



8 . 



9. 



10 . 



11 . 



12 . 



13. 



14. 



15. 



State and Local General Revenue From Own Sources-Percentage 
Increase 1942 to 1969 and 1953 to 1969 

State General Revenue From Own Sources-Percentage Increase 
1942 to 1969 and 1953 to 1969 - 

Local General Revenue From Own Sources-Percentage Increase 
1942 to 1969 and 1953 to 1969 

Per Capita State and Local General Revenue From Own Sources, 

1942, 1953, and 1969 * 

Per Capita State General Revenue From Own Sources, 1942 , 1946 
1953 and-1969 

Per Capita Local General Revenue. From Own Sources, 1942 , 1953, 
and 1969- 

Percentage of State-Local General Revenue From Federal Aid, 
by State, Selected Years 1942 through 1970 

Percentage of State-Local General Revenue From Taxes, by State 
Selected Years 1942 through 1970... 

Percentage of .State-Local General Revenue From Property Taxes, 
by State, Selected Years 1942 through 1970 

Percentage of State-Local General Revenue From Individual Income 
Taxes, by Sta te , Selected Years 1942 through 1970 

Percentage of' State-Local General Revenue From Corporation Income 
Taxes, by State, Selected Years 1942 through 1970 

Percentage of State-Local General Revenue From General Sales and 
Gross Receipts Taxes, by State, Selected Years 1942 through 197 •• 

Percentage of State-Local General Revenue From Selective Sales 
and Gross Receipts Taxes by State, Selected Years 1942 through 
1970.....-' 

Percentage of State-Local General Revenues From Miscellaneous 
Taxes (other than Income, Sales, and Property Taxes) by State, 
Selected Years’ 1942 through 1970 

Percentage of State-Local General Revenue From Charges and 
Miscellaneous General Revenue, by State, Selected Years 19 >2 
through 1970 



ix 



CHAPTER 1 

STATE^LOCM REVENUE SYSTEMS AND EDUCATIONAL FINANCE 



Educatiomvl finance occupies a prominent position in tlie 
State-local fiscal, structure. During most of the past twenty 
years , the fiscal requirements^ associated with rising school 
enrollments, suburban growth iand urban poverty resulted in 
substantial upward pressures on expenditures," Aided by a rising 
economic tide through most of the period, and abetted by the 
growing role of Federal and State governments, school finance 
problems have been held to manageable proportions in most States, 

Two recejit developments portend more serious difficulties 
in school finance, both immediately and in the future. 

The Califpmia^State Supreme Court declared that State’s 
method of financing education with the local property tax 
unconstitutional, A Federal judge in Minneapolis applied the 
same reasoning to Mnnesota’s State school aid system. All other 

I 

States, save Hawaii, have similar educational financing structures. 
The public has come to question seriously whether the funds 
provided for elenentary and secondary education are being effectively 
spent. President , Nixon reflected the contanporary attitude toward 
education in his 1970 message on educational reform when he 
said, ”We will ask the Congress! to supply many more dollars for 
education as we get more education for the dollar." 



Thus, the court decisions and the public’s demand for 
better educational performance confront virtually every State 
with the task of re-examining its State-local fiscal relationships. 
School budgets have not stabilized. They continue to rise 
in response to both jpfogram improvements and the impact of 
inflation. Urban school systems particularly report a fiscal 
crunch between the steadily increasing teacher pay won in hard 
bargaining by strong teacher unions and the slow natural growth 
in local property tax collections. The schools and their 
spokesmen -turn increasingly to the State and Federal government 
for help. Thus, a once higlily local governmental function has 
evolved into an intergovernmental issue requiring a re-examination 
of the financing role of the different governmental levels. 

The School Finandirtg Mix 

From a fiscal standpoint. State and local governments dominate 
public school financing. School costs are borne roughly 40 percent 
by the States and 50 percent by localities with the Federal govern- 
ment providing somewhat less than 10 percent. 

( 

Table 1-1,— State and Local Expenditure for Education Cot:her than higher) 
By Governmental Source of Financing, Selected Years 1942-1969 







Petcerit 


Firiailded Ftom 


Fiscal 


Amount 


Federal 


State 


Local 


Year 


(ill mill idns) 


Aid 


funds 


funds 


1969 


$35,687 


8.6 


40.8 


50.6 


1967 


$28,986 


10.2 


38.6 


51.2 


1957 


$11,994 


3.1 


36.7 


60.3 


1942 


$ 2,290 


5.8 


32.9 


61.3 



Source: ACIR staff computations based on U.S. Bureau of the Census data 
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In 1965 as part of an antf-poverty effort tke Federal dollar 
support juBiped HitK'itKe passage of tKe Elementary' and Secondary 
Education Act. After this transfusion of Federal support, 
however, the upward pace of State^local spending for schools out** 
distanced growth in Federal categorical scliobl aid. 

The locally financed share of school costs has declined 
relative to both the State and Federal share, but local schools 
have claimed a rising portion of the local property tax. In 1942, 
the schools required a mere one-third of the $4.3 billion local 
property tax> yield. By 1970, the schools required 50 percent 
of the $33 billion local property tax take. 



Table 1-2. — School Share of Local Property Taxes, 
Selected Years 19’42- 1969 





Local 


PerCeht distributibh by tYpb ' of ' gbVbfiWibnt 


Fiscal 

Year 


property 

taxes 

(millions) 


School 

districts 


1/ Cities 


2 / Counties 2/ 


Townships 
special d: 


1942 


$ 4,347 


32.9 


39.0 


20.1 


8.0 


1952 


8,232 


39 . 2 


32.7 


19.8 


8.3 


1957 


12,285 


42.8 


29.7 


19.2 


8.3 


1967 


25,418 


48.9 


24.8 


18.5 


7.8 


1969 


29,692 


50.0 


24.1 


18.1 


7.8 


1970 


32,963 


50.3 


23.7 


18.1 


7.9 


ly Includes est. amounts 


allocable 


to dependent 


city and county 


school 


systems. 

2/ Excludes est. amounts 


allocable 


to dependent 


school systems. 





V Townships property taxes in several States are used in part to support 
dependent school sysf^s. 

Sourc.;j: ACIR staff computations based on U.S. Bureau of the Census data 
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Th.e Local ScCne 



Both the educational financing scheme and the property tax are 
under fire at the present time. With local budgets under pressure 
for increases in most seirvice areas, serious questions arise as 
to the capacity of the property tax to finance a significant share 
of these functions as well as education. The property tax is 
costly and difficult to administer in an evenhahded objective 
fashion, even when confined to real estate, Tlie fragmentation 
of the political landscape and the consequent uneven distribution 
of the property tax base means that assessable wealth determines 
spending in most localities. Scholars have long considered this 
a critical flaw in educational financing, and their view was given 
legal sanction recently by the California State Supreme Court, 

School budget and bond elections yield considerable evidence 
of stress in the* present State- local revenue system. The National 
Center for Educational Statistics reported for fiscal 1969 the 
lowest percentage of successful school bond elections, 56,8 
percent, of any year since their study was initiated in 1959, ^ 
Robert J, Goettel told the American Educational Research Association 
that the 137 school budget defeats in New York State in 1969 
represented 20 percent of the original submission budget elections, 

1/ National Center for Educational Statistics; B6Ad SdldS fdr Public 
Sehdbl PUti!>6^e's 1968-1969, 

WasKing'tonV department of Health, Education and Welfare, 1971, 
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whereas in 1965 the 16 defeats represented 1.7 percent of such 
elections .i/ While it is difficult to assess the part played by 
the mounting . school property tax load in these defeats^ it is 
safe to assime that this factor reinforced any nonfiscal factors 
that may have motivated a citizen to cast a ”no" vote. 

To minimize inequities resulting from reliance on the local 
property tax and to assure a continued local financial contribution 
for school support, it has been suggested that at a minimum the 
property tax ought to be rehabilitated byt Cu) improving assessment 
administration under strong State supervision, and 0>) granting 
tax relief— financed by State or Federal governments— to those 
citizens bearing extraordinary burdens in relation to their income. 
Both practicality and equity argue for such minimal type action 
at the State level. Recent history suggests that only the courts 
have been effective in bringing about administrative reform in 
the property tax. Moreover only the aging as a group have been 
successful in obtaining relief from extraordinary property tax 
burdens . 

In the larger context of intergovernmental fiscal relations 
rehabilitation of the property tax falls far short of answering 
the criticism that the education of youngsters depends too much 
on the accidents of property tax geography. The decision on 
educational finance and indeed on State and local tax policy .n 
all States ultimately rests on the State legislature. Legislators 

i/ kobert J. Goettel, "The Relationship Between Selected Fiscal end 
~ Economic Factors and Voting Behavior in School Budget Elections 
in New York State,” unpublished paper presented to the American 
Educajtioh Research Association Annual Conference, New York, N.Y.^ 



Torvrifr 



determine the role of each, tax source in the State-»local revenue 
system and thereby the distribution of the burden of their 
educational aid system. 



State Aid 

A long tradition dating back to Elwood Cubberley in 1905 

views the State as the source of funds for equalizing variations 

in local fiscal capacity. The default of the States in the 

performance of the equalization role is acknowledged and understood. 

A recent study described the current deficiencies in State 

equalization as follows: 

When all state aid (foundation program or basic 
state aid plus special aids) is added to total 
local school revenue, the revenue per pupil in 
average daily attendance vfas significantly 
positively correlated with the valuation of 
property per pupil in eight of the ten States 
studied. This means that state funds were in- 
sufficient in amount or were apportioned in such 
a manner as to fail to overcome the disequalizing 
effect of variations in amount of local revenue 
available per pupil.l/ 

Having analyzed State equalization experience, Paul Cooper 

sounded the following note of despair: "The least that can be 

said is that, after more than sixty years of experience with the 

foundation program equalization approach, little progress has 

been made toward making equal Ceducational) opportunity available."^/ 

The Speaker of the Minnesota House pinpointed the reason for the 

lack. of .eqviftU^fttipn .in stqte. eiid distributipn in thpsp texros; 

1/ R<L. - Johns et al< Ceds <) , ' 

Sthtiii and Impact Pf Eduddtional PirtdnPe Pirbgt^s, 

Gainesville: National Educational Finance Project, 1971, p. 206. 

V Paul D, Cooper, "State Takeover of Education Financing," NfttiPrtal 
Tax J[Purnal, 24:347 (September. 1971) . 
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••It's not politically feasible if you have complete equalization. 

The richer districts would have ho aid and the poorest would get 
the greatest amount,*’ ^ 

' Co mpetitidrt ' fdt Funds 

During the fifties and sixties education generally received 
first crack at both local property tax resources and State aid 
funds. It had number one priority as the nation. entered the 
Space Age. The growing fiscal pinch at locai government level 
and particula,rly in the central cities gradually forced State 
and Federal legislators to reappraise their priorities. Proponents 
of urban aid at both the State and National levels have grown up to 
challenge educators for public funds. Health programs, too, are 
likely to grow as effective competitors for public funds. 

Increasingly educators are confronting a "show me*' attitude 
on school spending. To preserve or increase the schools’ share 
of the State-local budget in the face of steady or declining 
enrollments educators will have to develop reliable measures of 
student achievanent and show real improvements, 

A' New Financing Mix 

Whether schools retain or expand their share of public funds 
the present system of educational finance will be changing. 

The scope and direction of this change will be shaped by and will 
in turn shape the State- local revenue syst^. Tlie central policy 
issue that emerges concerns the extent to which the uneven distri- 
bution of the local tax base and tax yield shall be allowed to 



1/ MinrtdapOli^ Ttibune, July 30, 1971 
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influence tke provision of a. major governmental activity Ceducatfon) 
designed to redistribute economic opportunity. 

The Advisory Commission on Intergovernmental Relations and 
others have argued that the provision of education should not 
depend to any significant extent on the distribution of local 
property tax resources. Nor should educational support depend on 
the distribution of local nonproperty tax resources, should other 
forms of local taxation be proposed as alternatives. The solution 
implied by the ACIR approach requires that either State govern- 
ments or the Federal government or both stand ready with the 
revenue and aid systems powerful enough to obliterate disparities 
in local taxing capacity. 

It is the purpose of this study to analyze the self-help 
capabilities of the States to equip themselves with a highly 
productive State-local revenue syston that could underwrite a 
major share of school costs. 

The Critical Question— Can States Take oh the Fihdhcihg Job? 

s 

Ibis st^dy finds that the States will have to acquire a 



public school costs if the provision of el^entary and secondary 
education is not to be influenced by disparities in local fiscal 
capacity. The study describes the State revenue systen in^lied 
by this requirement and assesses the prospect of achieving the 
objective. 

Because the States collectively finance only 41 percent of 
public school cpsts currently they could expect serious political 
and fisqal difficulties in moving quickly to displace the local 



revenue generating syst^ powerful enough to support the bulk of 




property tax for schools — now a $20 billion undertaking that grows each 
year. The political price demanded by taxpayers in exchange for enabling 
the State to increase income and sales tax rates sharply might well be an 
effective limit on local property taxes at the level established after 

dropping the levy for school support. 

The prospects of a sharp acceleration in State-revenue raising activity, 
while not rosy, are not entirely bleak. The States have danonstrated a 
remarkable capacity for positive action to strengthen their tax and revenue 
position. 

Until the decade of the sixties many State governments managed to get 
along by relying on selective sales taxes and either a general sales tax 
or a personal income tax. The selective sales taxes--alcoholic beverage, 
beer, and cigarette taxes--have little automatic or built-in revenue growth. 
'The general sales tax outperforms them considerably. Growth in the sales 
tax yield comes from both an increased volume of consumer spending and 
from rising prices. The yield of this tax therefore grows at about the 
pace the economy grows. But, the revenue source with the best potential 
for keeping up with expanding State revenue requirements is the personal 
income tax. 

Increasingly, States have found both the general sales and personal 
income taxes essential to prevent the opening of a revenue-expenditure 
gap. The use of these two broadly-based levies has in fact become the 
standard by which State %ax effort is judged, because 36 States and the 
District of Columbia adhere to it. 

Increasing reliance on both income and sales taxes has brought 
about a significant increase in the State portion of total State and local 
tax collections. The greater growth responsiveness of State sales and 
especially income taxes compared to the local property tax will further 
enhapce the States* position as time passes. 



Table 1-3. "-^State and Local Tax Collections 
JFiscal Years 1964 and 1970 

1964 



^1970 



Amount 
Onil lions 



of 

Item ddllats) 



All State § Local 

taxes 49,837 

State 2S,111 

Local 24,726 

By type of tax: 

Property 22,350 

General sales n 

gross receipts. . 7,612 

Individual income,.. 3,978 

Corporation net 

income...,. 1,775 

Motor fuel sales.... 4,228 

Motor vehicle 8 

operators licenses.. 2,067 

All other 7,827 



Amount 



Pti’cent 


Cmillions 

-of 

'dbllars) 


■ Percent 


100.0 


86,795 


100.0 


50.4 


47,962 


55.3 


49.6 


38,833 


44.7 


44.8 


34,054 


39.2 


15.3 


16,128 


18.6 


8.0 


10,812 


12.5 


3.6 


3,738 


4.3 


8.5 


6,324 


7.3 


4.1 


2,904 


3.3 


15.7 


12,835 


14.8 



t 



Source: U.S. Department of Commerce, Bureau of the Census Governmental FihailCes 

in 1969-70. 



Equipped, as many States now are, with a powerful and diversified 
tax system, they are in a position to avoid the inequities that inevitably 
arise with intensive use of regressive type taxes such as sales and 
property levies. For example, several States have pioneered innovative 
income tax programs to shield lov/ inccane persons from undue tax burdens. 

The personal income tax is an especially valuable revenue instrument 



in a State-local tax system. It has an automatic growth in yield that 
most nearly resembles the growth in State-local expenditures. 
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It opens several possibilites for tax coordination to improve 
the overall equity of the State-^iocal revenue system, especially 
income tax credit-tax rebate possibilities in the property and 
sales tax fields. 

New Dimen6i6rts irt State-Local Ta^ ^Pblicy 

The interaction of State tax policy on local taxes is 
belatedly claiming legislative attention. Perhaps the most 
noteworthy effort in this connection is the work of the Massachusetts 
Special Commission to Develop a Master Tax Plan. The major Master 
Tax Plan proposal is to fix by law the relative amounts of revenue 
to be raised by the three major tax measures — property, income, 
and sales. This would be done by a commission composed of State 
legislative and executive branch members and representatives of 
’ocal government empowered to establish the tax rates necessary 
to maintain the 'relationship between tax sources on a year-by-year 
basis. 

The underlying premise of the Master Tax Plan proposal is 
that the legislature must henceforth consider both the package 
of public services the State-local revenue system will support 
and the quality of the major tax measures that comprise the revenue 
system. The property tax would no longer be used, in effect, as 
the residual tax instrument— to fill the gap between an established 
expenditure level and available revenue from nonproperty tax sources. 

The growth of Federal aid and the insistent State- local demand 
for more of it has spurred policymakers at all governmental levels 
to give more consideration to the impact of Federal policies on 



State-^local fiscal problems. For example, Congressional action 
on welfare reform, revenue sharing or direct aid to schools or 
cities might so alter the task assigned traditionally to the 
State-local revenue ^stem as to undermine all efforts to increase 

r; 

reliance on State personal income taxation. 

Indeed, the decision of Congress on Federal policy proposals 
now under discussion will have a profound impact on the role 
of the States in the Federal system. A massive increase in 
Federal aid to local schools, for example, would introduce a new 
element in the debate on how to redress the fiscal imbalance among 
governmental levels. Not only would this be a rival to other 
major Federal fiscal moves, but substantial aid to education would 
also sharpen the debate over the form Federal aid should take. 
Federal Policy AlterrtdtiVes 

In view of-’the growing fiscal tensions within the State-local 
system. Federal policymakers confront at least four possible 
policy alternatives, 

Tha Traditional FUrtCtibhai Aid 'Apprddch- -Inject into 
tKe present State- local financing system a very 
substantial new flow of direct Federal aid to 
education. This new aid would be essentially 
supportive in character, designed to raise the 
Federal share of the Nation’s school bill from 
its present 7 percent to something on the order 
of 25>-40 percent. 

2. A ' S61f Hdlp 'Appredch- -Enable the States to finance 
most of the cost of local schools by helping them 
to, help themselves on the revenue front. Spec- 
ifically this would call for the iise of Federal tax 
credits to encourage a substantial increase in State 
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personal income tax use and perhaps the use of 
incentive grants to encourage the States to 
pull regressive stingers from the sales and local 
property^ taxes. It might also include Federal 
financial incentives specifically designed to 
encourage States to relieve the local property 
tax C'f its heavy educational hurdesn and revenue 
equalization payments to the poorer States. 

"Fiscal Relief* Approach- -Reduce fiscal tensions 
for State and local governments generally both by 
complete Federal assumption of all welfare costs 
anrl by the introduction of a general revenue sharing 
program with S.tate and local governments. 



4. An Eclectic Federal Aid Approach — Select from the 
above three policies those elements that appear to 
offer the best ingredients of a well-rounded Federal 
aid program for State and local goverranents lind the 
Nation’s school districts. 
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CHAPTER 2 



THE PRESENT STATE-LOCAL REVENUE SYSTEM 



DESCRIPTION 



Revenue Yield 



In the fiscal year 1969-70 State and local governments raised 
$109 bUllon lnrown- source revenues, comprised of $87 billion in tax 
receipts and $22 billion in charges and miscellaneous general rev- 
enue. Of the tax revenues, 55 percent was collected by the States 
themselves and the remainder by local governments. 

The major State taxes are the general sales tax, the various 
selective excise taxes, and the individual income tax. Together 
these three categories accounted for three-quarters of State tax 
collections in 1970, Over 85 percent of local tax collections is 
accounted for by a single instrument, the local property tax. These 
data are described in detail for each State in Table 2-1. 



As can be seen from the table. States do not place equal reliance 
on the same taxes. Some States use certain taxes heavily and others not 
at all. The range of variations in the use of different taxes is shown 
in Table 2-2. The table compares actual tax collections with poten|ial 
collections. Potential collections were calculated by applying, tax by 
tax, the U. S. average rate to each State's share of the base of each 
tax measure. It should be noted parti cularlyjj that there are a few States 
which are still lacking either a personal income tax or a general sales 
tax. In the property tax field the State witH the highest revenue 
effort makes four times as much use of that revenue source as the State 
with the least effort. 

■" 2-1 ' 
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TABLE 2-1 

STAIT. AND LOCAL RF.VKNUE BY *OURCE, BY SXATE, 1970 
(Contlnui:d) 







SIAlEJrAXLS 




•tatci 


CORPORATIOK 

INCOME 


SKLECTIVE SALKS AND CROSS RECEIPTS 


PROPERH 




TOTAL 


MOTOR 
.. FUELS 


ALCOHOLIC 

BEVERAGES 


TOBACCO 

PRODWTS 


OTHER 


UNITED states. TOTAL- 


3.737.9 


13,076.5 


6,282.9 


1,620.2 


2,308.0 


3,065.4 


1,091.7 








































_ ALABAMA 


30.8 


269.5 


116.8 


61.7 


36.9 


56.2 


22.9 




ALASKA 


5.3 


20.6 


10.6 


6.6 


2.7 


2.9 


- • • 




ARIZONA 


20.9 


113.7 


65.0 


9.2 


19.5 


19.5 


67.8 




^ARKANIAS 


26.2 


126.2 


76.9 


11.6 


23.6 


16,5 


.r~ 




CALirORNIA 


587.6 


1,251.9 


672.6 


105.8 


235.3 


238.6 


233.5 






















COLORADO 


33.5 


111.6 


71.8 


11.2 


12.3 


16.3 


1.1 




CONNCCTICIIT 


119.5 


258.1 


99.2 


23.7 


56.1 


79.0 


_ _ . 




OCLAwARt 


13.^ 


62.8 


18.3 


3.6 


9.0 


11.9 


.3 




GIST. OF COLUMBIA 


















FLORIDA 


- - - 


690.6 


225.4 


120.5 


39.2 


105.6 


33.6 






















CCORCIA 


86.7 


276.9 


156.7 


57.8 


60.5 


21.9 


3.1 




HAWAII 


16.6 


51.2 


17.7 


L.5 


5.8 


20.2 






IDAHO 


11.1 


39.0 


25.3 
311. 3 


3.9 


6.9 


4.9 


.8 




ILLINOII 


161.0 


797.9 


67.0 


153.1,7 


266.6 


2.5 




INDIANA 


8.6 


276.9 


192.8 


19.9 


39.9^' 


24.3 


22.8 






















IOWA 


26.3 


156.1 


100.8 


9.0 


29.8 


16.6 


4.1 




KANSAI 


19.3 


123.5 


8i.A 


10.0 


20.6 


11.7 


10.6 




KENTUCKY 


39.5 


139.5 


iu'6.6 


16,3 


U.9 


58.7 


26.6 




.LOUISIANA 


36.8 


236.1 


li9.8 


31.3 


33.2 


49.8 


26.9 




^A»ME 


8.3 


65j.6 





6.7 


16.7 


9.6 


3.8 






















MARYLAND 


eo-iz/ 


253.1 


111.3 


15.7 


26.5 


99.6 


36.1 




MASSACHUSenS 


218.3^' 


356. "8 "" 


‘ 135V8 
11273.7 
122.9 


56.8 


75.2 


90.9 


.3 




^MICHIGAN 


• 196.6 


• 687.7"’’ 


63.9 


B5.9 


J64.1 


83.0 




m:*;ncsota 


79.8 


267.6 


36.1 


69.6 


61.0 


5.8 




_MltMSSIRri 


19.9 


’’ f61.8 


88.5 


13‘"l 


19.7 


20.5 


3.9 






















MISSOURI 


21.3 


198.7 


115.4 


12.3 


67.1 


23,9 


2.8 




^MONT ARA 


9.7 


68.2 


28 ; 8 


6*. 3 


5.8 


7.3 


6.1 




^MCORASKA 


6 


"‘9b7i 


’67V8 


6.6 


12.0 


10. U 


2.0 




NEVADA 


- - - .. 


73.8’ 


26.1 


5.4 


7.7 


‘36.7 


6.3 




_NCW HAMRSHIRC 


- 


■62.8" 


‘23 : 9 


2.3 


13.’9 


22.8 


3.5 




















new JERSEY 


169.2 


656.9 


200.3 


63.6 


TisTT 


92.8 


49 '. 8 




NEW MEXICO . 


8.1 


70.2 


62.5 
■ 376. *■ 


6.5 

■’ii2"6"'" 


10.5 


12.7 
430.8 ” 


16.5 

12;6"‘ 




MEW YORK 


iwr.r" 


”ITTR:ij 


T5‘6’.V' 




_MC TH CAROLINA 


U2.6 


383.2 


213.7 


57.3 


11.7 


100.5 


23.7 




NORTH DAKOTA 


3.0 


7iT.T 


~re:a 


4“:s 


673 


3.5 


“ 1:4 ‘ 






















OHIO 


- - - 


660.6 


320.2 


61.2 


121.5 


157.7 


58.6 




OKLAHOMA 


27.5 


183.6 


90.9 


18.2 


38.0 


36.3 


- . - 




OREGON 


39.9 


90.1 


66.5 


2.6 


12.3 


10.9 


2.9 




PENNSYLVANIA 


529.8 


815.3 


365.0 


88.3 


185.7 


196.4 


32.0 




RHODE ISLAND 


23.1 


79.1 


27.7 


5.8 


16.9 


30.6 


... 






















SOUTH CAROLINA 


62.3 


176.2 


87.2 


37.5 


17.6 


32.0 


1.7 




SOUTH DAKOTA 


.8 


67.3 


26.0 


5.2 


7.0 


11.0 


... 




TENNESSEE 


59^6 


232.7 


130.6 


23.2 


50.7 


28.1 


... 




TEXAS 


- - 


760.6 


^ 312.3 


54.6 


186.6 


207.1 


66.1 




UTAH 


11.8 


51.7 


37.8 


2.3 


5.6 


6.2 


12.8 






















VERMONT 


5.8 


‘ 68.8 


16.1 


9.5 


6.5 


16.7 


.2 




VIRGINIA 


67.6 


282.3 


166.5 


34.2 


13.8 


87.8 


12.6 




• ASIIINOTON 


» • • 


267.9 


160.9 , 


39.5 


37.1 


50.6 


113.1 




•EST VIRGINIA 


3.9 


118.5 


49.9 


17.3 


16.0 


37.2 


.3 




■tSCONSIN 


106.7 


207.7 


130.5 


26.3 


58.9 


52.0 


72.3 




VYOHIMO 


- - - 


22.1 


16.4 


.9 


3.2 


1.7 


10. b 








V 





































































See footnotes at end of tabic. 



TABLE 2-1 

STATK. AND LOCAL REVViNUE BY SOURCE, BY STATE, 1970 
(Continued) 





STATE TAXES ■ 


1 


States 


Total 1 




HS£_IAXES 


Death 
& Gift 


Document 
& Stock 
Transfers 


All Other 
Taxes 


WoTor 
Vehicle 6 
Operators 


Alcoholic 

Beveracea 


Other 


UNITED STATES. TOTAL 


4.615.3 


2.955.3 


119.6 


1.540.0 


996.4 


380.6 


703.5 








































ALABAMA 


31.2 


25.8 


1.9 


23.5 


1,4 


1.9 


2.2 


*• 


ALASKA 


IA.,7 


5.8 


L. 


8.2 


.2 


. • 


12.9 




ANI70NA 


29.4 


21.1 


.6 


7.5 


4.2 


- - 


- - 




ARKANSAS 


40.3 


29.9 


.5 


9.9 


.7 


• • 


7.8 




CALIFORNIA 


338.3 


271.3 


20.0 


67.2 


156.9 


• - 


1.6 






















COLORADO 


43.9 


27.1 


1.2 


15.6 


11.9 


- . 


1.1 




CONNECTICUT 


38.0 


46.9 


4.2 


6.9 


42.6 


. . 


• • 




OCLAWARe 


63.0 


10.3 


.3 


52.3 


5.A 


2.3 






OIST. OF COLUMBIA 


















FLORIPA 


176^3 


114.7 


2.3 


59.6 


16.0 


45,9 


• 2 






















ceonciA 


51.3 


37.3 


.4 _ 


13.5 


5.6 


* 


.9 




HAWAII 


_ 4.2 


.1 




4.1 


2.3_ 


.4 


• - 




IDAHO 


25.6 


14, 8_ 


. . .4 


10.4 


.8 




.3 




tLLIMOIS 


277.9 


231.2 


1.1 


45.6 


63.7 


2.0 






INDIANA 


81.7 


63.5 


7.2 


11. 0 


15.0 


- . 


.3 






















IDWA 


90.0 


80.7 


2.4 


6.9 


16.6 


.9 


- • 




KANSAS 


46.2 


35.4 


.4 


10.4 


i.2 


• . 


.6 




KENTUCKY 


44.8 


3.Q^7._. 




13.3 


_ 12.4 


l.O 


.2 




LDUISIANA 


70.7 


27.9 


1.5 


41.4 


6.7 




251.0 




MAINE 


22.9 


14.7 




7.6 


^ 4.9 




* 























mawyland J 


69.2 


57.4 


>2 


11,6 


11.9 




3.4 


/ 


MASSACHUSETTS 


84.7’ 


50".2 


.4 


’34.1 


43.4 


3.7 






MICHIQAN 


1 

1 !w 

00,0 

LjJ 


154.5 


5,7 







- • 


1.7 




MINNESOTA 


66.8 


r .3 


17.5 


20.0 


3.0 


19, U 




Mi::sissiPNi 


31.8 


14.4 


_ .1 


17.3 


2.0 


• • 


.14.3 












• 










MISSOURI 


ii;l.6 


75.1 


1.4 


35.0 


12.0 








MONTANA 


15.0 


7.9 


.8 


6.3 


4.2 


. . 


4.7 




NCSnASKA 


33.2 


25.4 


.1 


7.6 


.8 


.5 


.6 




NEVADA 


15.4 


9.5 


a 


5.9 


• - 


• 6 


.3 




NEW HAMPSHIRE 


19.2 


7 ^13,6 




5.4 


3.6 


.4 


1.7 










_ 












NEW JERSEY 


219.6 


133.4 




85.2 


65.6 


■ « _ 


_ . 




NEW MEKICO 


22.2 


16.2 
'24'6.V ’ 


.2 

33" 2 


3.8 


1.7 


- - 






NEW YORK 


“ ’52JT15” 


'48.8 


127.9 


266.8 




~ V 




NC TH CAROLINA 


116.3 


67.1 


.3 


49.1 


18.9 


- - 


a 




NDHTH DAKOTA 


^.8 


16.7 


.2 


3.9 


.B 


- • 


3.2. 






















OHIO- 


306.8 


159.2 


10. 0 


137.6 


17.9 


• • 


- 




OKLAHOMA 


80.9 


65.7 


.6 


14.4 


14.5 


1.0 


50.5 




ORr.COH 


68.8 


48.5 


.7 


19.3 


14.1 


- - 


lv9 




PENNSYLVANIA 


322.7 


126.2 


8.1 


188.4 


98.9’ 


30.6 






RHODE ISLAND 


20.6 


16.3 


.1 


4.3 


8.6 


• 3 


• . 






















SOUTH CAROLINA 


31.4 


17.8 


1.2 


12.4 


3.5 


2.7 


. . ' 




SOUTH DAKOTA 


13.0 


10.7 


.1 


4.1 


2.0 


- .. 


«v 




TENNESSEE 


116.4 


62.6 


.4 


53.4 


IB. I 


4.9 


i;9 


'••i- 


TEXAS > 


301.7 


165.8 


3.1 


13;t.8 


23.1 


* 


273.2 




UTAH 


15.6 


10.6 


.1 


4.9 ' 


_ 3.1 




__Al3 












" 1 










VERMONT 


13.3 


12.2 


.2 


2^.9 


2.3 


1.0 


0.9 




VIRGINIA ' 


79.1 


63.2 


.6 


15.3 


12.2 


8.2 


1.2- 




washinotou 


74.2 


49.6 


2.0 


22.5 s 


25.4 


1.3 






WEST VIROINiA 


34.2 


27.4 


l.O 


5.8 V 


5.0 


.8 


^7 




WISCONSIN 


91.5 


71.4 


.1 


19.9 


32.6 


-3 


1.1 




WYOMINO 


15.8 


10.0 


* 


5.7 


0.6 


• • - 


_4^3_ 













































































* Los'ii than $30,000* 



2,/ Includoa related licunno taxes 

2J Includes portions of tho corporation exciao taxoa and surtaxes measured by 
corporate excess. Separation not avnllablo* 

Source: U«S« Bureau of tho Census, Covorntr.ental Finances In 1969-70 ; State 
Covornntont Finances in 1970 , 

_ ___ - > 



TABLE 2-2 . .-measures of relative effort for selected tax sources: 1966-67 



Type of tax 



All taxe?; 

"Personcil taxes". 

Including residential property . 
Excluding residential p’'operty 
"Business taxes": 

Including farm property 
Excluding farm property 

Property taxes 

Local property taxes on — 

Nonfarm residential property 
Business property 
Sa^.es and gross receipts taxes: 

All 

General 

Selective 

Individual income 

Corporation 

Motor vehicle 

Death and gift 



Relative State-local tax effort (actual revenue as a 
per cent of potential revenue at US..-average rates) 



Highest State 


Lowest State 


High-low range 


138 (N.Y.) 


71 (Nev.) 


1.9 to 1 


168 (Hawaii) 
228 (Hawaii) 


54 (Neb.) 
38 (Neb.) 


3.1 to 1 

6.1 to 1 


140 (Calif.) 
149 (Idaho) 
155 (Minn.) 


46 (W.Va.) 
45 (W.Va.) 
37 (Ala.) 


3.0 to 1 
3.3 to 1 
4.2 to 1 


181 (S. Dak.) 
165 (Mont.) 


17 (La.) 
24 (Del.) 


10.6 to 1 
6.9 to 1 


215 (Hawaii) 
277 (Hawaii) 
160 (Wash.) 
315 (Wis.) 
338 (Del.) 
267 (Mass.) 
200 (Wash.) 


47 (Neb., Ore.) 

0 (several) 

70 (Mo.) 

0 (several) 
8(111.) 

29 (U.) 
0(Nev.) 


4.6 to 1 

KXX 

2.3 to 1 

XXX 

42.3 to 1 
9.2 to 1 

XXX 



Note : Personal taxes are defined as (1) comprising all general and selective 
sales taxes, individual Income and earnings taxes, death and gift 
taxes, and local nonfarm residential property taxes or (2) e'x'cluding 
residential property taxes . Business taxes are defined as (1) ' 

comprising corporation taxes, severance taxes, and local taxes on 
business and farm property or (2) excluding farm property taxes. 

Source ; ACIR, ^asuring the Fiscal Capacity and Effort of State and 
Local Areas. 
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Revenue Growth 



State-local government revenues have demonstrated a very rapid 
rate of growth in recent years. Nationwide, State-local revenue 
yields from own sources were only $9.5 billion in 1942. As a pro 
portion of the Gross National Product, State-local receipts have grown 
from six percent in 1942 to eleven percent in 1970. 

Among the States Nevada showed the largest percentage increase 
in the amount of own source revenue between 1942 and 1969. (See Appendix 
Table 1.) North Dakota showed the least percentage increase. The 
State-local tax take in Nevada was twenty times greater in 1969 than 
it was in 1942. In North Dakota it was only about five times greater. 

When State and local own source revenue is compared on a per 
capita basis, Georgia showed the largest percentage increase l>etween 
1942 and 1969. New Hampshire showed the least percentage increase. 

Per capita State and local revenue from own sources in Georgia went 
from $36 to $363 between 1942 and 1969. In New Hampshire it went from 
$79 to $366 per capita between 1942 and 1969. Over this span of 
years. New Hampshire achieved the distinction of being the only State 
without either a broad-based sales or personal income tax and had 
the lowest per capita revenue from State revenue sourccs-$156 com- 
pared to a national level of $244. 

Between 1942 and 1969, the State portion of own source revenues 

increased more rapidly than the local portion in all but seven States- 
Arizona, Arkansas;. California, New Mexico, Ohio, Oklahoma and Washington. 
Since State rew^nues are mainly from nonproperty tax sources and local 
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revenues are, In the main, property taxes, the evident tendency In 
most States was to reduce reliance of the State-local sector on the 
property tax. 

Balanced Use of Income and Sales Taxes 

The Depression of the 1930' s and the unremitting expenditure 
pressures on States and localities In the 1950's and 1960's stand out 
as the two most Important developments that have shaped State-local 
revenue systems. 

Prior to 1930 fifteen States had successfully Imposed a personal 
Income tax. The general retail sales tax had yet to be discovered. 

But by the end of the thirties sixteen States had enacted both a 
general sales tax and a personal Income tax to overcome the Impact 
of the Depression. on State-local revenues. (These States were Alabama, 
Arizona, Arkansas, California, Colorado, Hawaii, Iowa, Kansas, Louisiana, 
Mississippi, Missouri, New Mexico, North Carolina, North Dakota, Oklahoma, 
and Utah.) By enacting general sales taxes, Maryland In 1947 and Georgia 
and South Carolina In 1951 joined the group of States using two major 
broad-based tax sources at the State level. The dual tax ranks re- 
mained unchanged at nineteen States throughout the remainder of the 1950's. 

Between 1960 and the present, however, seventeen more States were 
added to the dual tax ranks. Eight States began levying a general sales . 
tax as part of a revenue system that previously had depended on the 
personal Income tax>as the major broad-based levy. (Idaho, Kentucky, 
Massachusetts, Minnesota, New York, Vermont, Virginia, and Wisconsin.) 

Eight States enacted a broad-based personal Income tax to complement 
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a general retail sales tax alresdy on the statute books* (Illinois^ Indiana^ 
Ohio, Maine, Michigan, Pennsylvania, Rhode Island, and West Virginia.) 
Nebraska adopted a general sales and a personal income tax simultaneously 



as an integrated State revenue package. 

Thus, despite conflicting tax policy objectives, a consensus is 
developing in many States at the center of the tax policy spectrum. 

The personal income tax meets liberal demands for progression, 
while the sales tax satisfies conservatives. Balanced use of these two 
taxes breaks the ideological deadlock and allows States to develop a tax 
system capable of producing substantial amounts of revenue. 

Business Taxes 

Although individuals, in the final reckoning, pay all taxes, 
there is an interest in most States in making businesses bear some of 
the initial tax impact. Business taxes are generally popular politically, 
but legislators are constrained, by the need to provide a competitive 
tax environment for local firms. On balance, the place of business taxes 
in the State-local fisal system has been declining over the past decade, 
as shown in Table 2 - 3 . At the present time the business portion of the 
property tax represents ihore than half of State-local revenues collected 
in the first instance from businesses. The rest comes from corporate 
net income taxes, gross receipts taxes, franchise and license fees, 
severance taxes, and document and stock transfer taxes. (Table 2 - 4 ) 
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lABLE 2-3.— RELATIONSHIP OF STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS 
TO TOTAL STATE AND LOCAL TAXES, BY STATE, 195T, 1962, AND 1967' 

[Excluding Sales Taxes] 

(Dollar amounts in millions) 



STATES 


Total Stc 


Lte and local taxes 


State and local 
on business 


taxes 


Taxes on business as 
?• of total taxes 


1967 


1962 


1957 


1967 


1962 


1957 


1967 


1962 


1957 


% changie 
1957-1967 


United States 


$61,000.3 


$41,554.2 


$28,645.1 


$17,934.0 


$13,329.9 $9,791.7 


29.4 


32 a 


34.2 


•14.0 


Alabama 


677.4 


436.7 


318.4 


154.6 


106.7 


82.8 


22.8 


24.4 


26.0 


-12.3 


Alaska 


85.3 


52.4 


n.a. 


23.5 


16.1 


n.a . 


27.4 


30.7 


n.a. 


n.a . 


Arizona 


523.7 


328.0 


182.6 


139.4 


98.5 


59.7 


26.6 


30.0 


32.7 


-18.7 


Arkansas 


392.5 


254.8 


177.5 


82.1 


58.6 


47.3 


20.9 


23.0 


26.6 


-21.4 


California 


7,785.2 


5,142.9 


3,304.0 


2,391.0 


1,637.5 


1,082.7 


30.7 


31.8 


32.8 


- 6.4 


Colorado 


677.7 


475.7 


313.2 


190.8 


148.1 


98.2 


28.2 


31.1 


31.4 


-10.2 


Connecticut 


982.6 


*684,0 


460.8 


308.2 


234.3 


150.4 


31.4 


34.3 


32.6 


- 3.7 


Delaware 


177.6 


112.3 


58.6 


51.2 


34.3 


16.3 


28.8 


30.5 


27.8 


+ 3.6 


Dist. of Col. 


274.9 


183.0 


142.7 


78.7 


55.0 


44.3 


28.6 


30.1 


31.0 


- 7.7 


Florida 


1,623.1 


1,061.3 


663.3 


416.0 


330.3 


214.9 


25.6 


31.1 


32.4 


-21.0 


Georgia 


1,025.0 


627.4 


467.9 


256.3 


167.4 


118.7 


25.0 


26.7 


25.4 


1.6 


Hawaii 


. 300.5 


173.8 


n.a. 


48.0 


30.1 


n.a. 


16.0 


17.3 


n.a. 


n.a. 


Idaho , 


205.2 


136.4 


99.8 


62.2 


46.0 


34.4 


30.3 


33.7 


34.5 


-12.2 


Illinois 


3,249.6 


2,461.9 


1,723.7 


804.2 


683.4 


516.4 


24.7 


27.8 


30.0 


-17.7 


Indiana 


1,471.3 


951.1 


635.3 


399.2 


363.5 


236.5 


27.1 


38.2 


37.2 


-27.2 


Iowa 


918.9 


638.3 


487.6 


170.0 


139.9 


96.8 


18.5 


21.9 


19.9 


- 7.0 


Kansas 


717.1 


518.6 


367.4 


185.7 


149.3 


109.3 


25.9 


28.8 


29.7 


-12.8 


Kentucky 


674.2 


466.8 


323 a 


136.4 


111.7 


. 93.9 


20.2 


23.8 


28.9 


-30.1 


Louisiana 


958.8 


655.1 


497.2 


488.8 


348.9 


236.8 


51.0 


53.3 


48.0 


+ 6.3 


Ma ine 


253. 


197.3 


140.0 


63.4 


51.6 


40.5 


25.0 


26.2 


28.9 


-13.5 


Maryland 


1,172.4 


713.8 


460.2 


291.9 


189.3 


132.3 


24.9 


26.5 


28.7 


-13.2 


Massachusetts 


2,004.2 


1,422.7 


1,014.9 


530.5 


440.6 


*341.2 


26.5 


31.0 


33.6 


-21.1 


Michigan 


2,715.2 


1,896.2 


1,319.9 


838.1 


655.5 


490.9 


30.9 


34.6 


35.3 


-12.5 


Minnesota 


1,256.4 


868.6 


597.9 


409.3 


311.4 


237.6 


32.6 


35.9 


39.7 


-17.9 


Mississippi 


461.3 


316.8 


233.5 


128.3 


104.7 


75.9 


27.8 


33.0 


32.5 


-14.5 


Missouri 


1,198.9 


818.6 


551.2 


285.9 


219.7 


158.0 


23.8 


26.8 


28.7 


-17.1 


Montana 


212.8 


162.1 


125.4 


76.4 


60.7 


48.6 


35.9 


37.4 


38.8 


- 7.5 


Nebraska 


389.6 


270.7 


200.1 


77.1 


58.2 


46.5 


19.8 


21.5 


23.2 


-14.7 


Neva<ia 


166.2 


95.2 


59.9 


57.3 


32.0 


22.1 


34.5 


33.6 


36.9 


- 6.5 


New Hampshire 


176.9 


125.5 


86.6 


45a 


35.1 


27.5 


25.5 


28.0 


31.8 


-19.8 


New Jersey 


2,239.8 


1,507.9 


987.1 


724.4 


561.4 


402.7 


32«3 


37.2 


40.8 


-20.8 


New Mexico 


271.8 


187.2 


127.6 


86.7 


68.? 


35.7 


31.9 


36.5 


28.0 


+13.9 


Now York 


8,423.6 


5,451.5 


3,711.6 


2,617.2 


1,755.1 


1,305.0 


31.1 


32.2 


35.2 


-11.6 


North Carolina 


1,129.3 


738.8 


501.5 


316.5 


217.3 


162.8 


28.0 


29.4 


32.5 


-13.8 


North Dakota 


178.4 


134.9 


107.8 


40.7 


31.7 


25.0 


22.8 


23.5 


23.2 


- 1.7 


Ohio 


2,612.1 


1,980.2 


1,398.2 


872.1 


687.4 


439.2 


33.4 


34.7 


31.4 


+ 6.4 


Oklahoma 


629.0 


458.1 


344.7 


200.3 


141.9 


117.5 


31.8 


31.0 


34.0 


- 6.5 


Oregon 


631.3 


417.9 


347.9 


201.8 


144.0 


123.2 


32.0 


34.5 


35.4 


- 9.6 


Pennsylvania 


3,241.8 


2,335.6 


1,769.8 


915.6 


689.3 


676.3 


28.2 


29.5 


38.2 


-26.2 


Rhode Island 


266.9 


188.7 


129.7 


75.5 


53.8 


43.1 


28.3 


28.5 


33.2 


-14.8 . 


South Carolina 


510.8 


330.6 


244.8 


147.3 


89.2 


69.6 


28.8 


27.0 


28.4 


+ 1.4 


South Dakota 


204.5 


152.2 


112.2 


38.6 


29.4 


20.8 


18.9 


19.3 


18.5 


+ 2.2 


Tennessee 


820.7 


328.3 


402.8 


210.4 


143.8 


^ 106.8 


25.6 


27.2 


26.5 


- 3.4 


Texas 


2,471.2 


1,850.8 


1,253.3 


982.5 


836.7 


652.6 


39.8 


45.2 


52.1 


-23.6 


Utah 


299.6 


205 a 


136.3 


86.9 


69.1 


52.1 


29.0 


33.7 


38.2 


-24.1 


Vermont 


133.9 


92.1 


64.5 


32.2 


24.1 


17.3 


24.0 


26.2 


26.8 


-10.4 


Virginia 


1,070.7 


623.5 


423.0 


285.0 


213.5 


157.5 


26.6 


34.2 


37.2 


-28.5 


Washington 


1,108.6 


759.6 


511.8 


313.9 


225.0 


156.4 


28.3 


29.6 


30.6 


- 7.5 


West Virginia 


400.4 


306.4 


• 218.9 


145 a 


110.6 


90.8 


36.2 


36.1 


41.5 


-12.8 


Wisconsin 


1,517.6 


974.6 


706.6 


407.6 


291.1 


250.5 


26.9 


29.9 


35.5 


-24.2 


Wyoming 


110.3 


82.0 


60.3 


: . 44.2 


29.0 


24.3 


40.1 


35.4 


40.3 


- 0.5 



n.a. Data not available. 

' Excluding unempioyment compensation. 



Source: Estimates prepared by ACIR staff from data pubiisbed by the Governments Division, U.S. Bureau of the Census, and U.S. 
Department of Agriculture; and supplementary data supplied by several States. i 
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1ABLE 2-4.- STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS, 

BY TYPE OF TAX. BY STATE, 1967* 

(Excluding Sales Taxes] 

(In millions of dollars) 



States 


Total 


Property 


Corporation 

net 

Income 


Gross 

receipts^/ 


Llcenseal^ 


Severance 


Document 
and stock 
transfer 


Other 


United States. a a 


17, 93 A. 0 


10,298.4 


2,478 .6 


2,110.6 


2,085.0 


577.1 


234.9 


149 .3 


Alabama a a a 


154.6 


50.6 


29.9 


20.5 


49.6 


1.8 


1.6 


0.6 


Alaska. a 


23.5 


7.9 


3.5 


2.1 


5.9 


4.1 


-- 


-- ' 


Arlzonaa a 


139.4 


103.7 


lA.A 


12.2 


9.1 


- “ 


-- 




Arkansas a a 


82.1 


34.5 


25.1 


8.8 


9.2 


4.5 


-- 


-- 


Callfornlaa a 


2,391.0 


1,626.1 


452.6 


146.3 


148.8 


1.5 


•• 


15.7 


Colorado . . a .. . . a . a a 


190.8 


130.2 


25.8 


13.5 


20.2 


1.1 


-- 


-- 


Connecticut 


308.2 


163.7 


80.1 


. 47.9 


12.9 




-- 


3.6 


Delaware 


51.2 


8.9 


12.7 


3.2 


24.6 


-- 


1.8 


•• 


Dlsta of Columbia, a 


78.7 


41.3 


14.9 


12.7 


8.3 


-- 


1.5 


•• 


Florida a a . 


416.0 


220.7 




80.2 


87.1 


.2 


27.8 




Georglaa a a a a 


256.3 


1A0.6 


64 .6 


20.3 


30.8 


— 


— 


— 


Hawaii a a . . a a a . 


48.0 


18.0 


10.5 


14.3 


5.1 


-- 


.1 


•• 


Idaha a 


62.2 


41.6 


9.6 


4.4 


6.4 


.2 


-- 


•• 


IlxlnoiSa 


804.2 


555.2 




177.9 


71.1 


-- 


-- 




Indiana . a ... a 


399.2 


297.7 


14.5 


72.2 


14.5 


.3 


-- 


•• 


Iowa. . a . a a a 


170.0 


134.1 


12.0 


12.4 


11.5 


-- 


-- 


•• 


Kansas a a a 


185.7 


134.9 


23.9 


13.3 


12.8 


.5 


-- 


0.3 


Kentucky a a 


136.4 


58.5 


46.3 


12.3 


18.2 


.2 


.9 


-- 


Louisiana 


488.8 


150.4 


34.4 


29.7 


59.0 


215.3 




•• 


Maine, a a . a 


63.4 


52.1 


-- 


7.3 


4.0 








Maryland a 


291.9 


180.4 


40.6 


40.8 


29.8 


— 


.1 


•— 


Massachusetts 


530.5 


302.1 


56.0 


28.3 


142.3 


•• 


1.8 


5/ 


Michigan 


838.1 


522.7 


9.1 


35.0 


142.1 


1.0 


-- 


128. Z“ 


Minnesota 


409.3 


250.6 


69.6 


49.0 


17.8 


21.0 


1.3 


•• 


Mlsslsslppla 


128.3 


69.2 


17.0 


L0.7 


20.2 


11.2 


•• 


-- 


Missouri 


285.9 


183.0 


21.0 


41.5 


40 .4 


6/ 


•• 


— — 


Mon tana a . a 


76.4 


54.5 


7.6 


5.2 


5.6 


3.5 


•• 


•• 


Nebraska a 


77.1 


59.2 


-- 


7.2 


10.0 


.7 


— 


•• 


Nevada a 


57.3 


33.2 


-- 


2.9 


21.2 


6/ 


•*“ 


•• 


New Hampshire 


45.1 


37.6 


.. 


3.9 


3.5 


.1 






New Jersey a 


724.4 


443.2 


48.5 


142.7 


90.0 


-- 


— 


— 


New Mexico • • • 


86.7 


31.9 


6.5 


6.9 


10.1 


31.3 


•• 


•• 


New York. 


2,617.2 


1,408.3 


637.1 


241.6 


168.7 


-- 


161.5 


•• 


North Carolinaa a . a a 


316.5 


113.8 


98.5 


63.4 


40.8 


- - 


•• 




North Dakota 


40.7 


25.2 


3.3 


2.9 


5.8 


3.5 




. •• 


Ohio 


872.1 


625.7 


17.8 


106.6 


122.0 


-- 


-- 


. •• 


Oklahoma a a 


200.3 


98.3 


21.5 


21.8 


13.2 


45.5 


-- 


•* “ 


Oregon 


201.8 


123.0 


32.2 


14.6 


31.2 


.8 


-- 




Pennsylvania 


915.6 


303.3 


. 244.5 


73.8 


269.7 


-- 


24.3 


“ ** 


Rhode Island 


75.5 


40.2 


17.5 


10.9 


6.0 


•• ■ 




0.9. 


South Carolina 


147.3 


65,8 


43.4 


17.8 


18.1 


-- 


2.2 


: -- 


South Dakotaa a . a . a . 


38.6 


27.2 


.6 


3.1 


7.5 


.2 


-- 




Tennessee 


210.4 


95.1 


43.3 


23.3 


46.2 


-- 


2.5 




Texas a a 


982.5 


573.1 




96.8 


87.8 


224.7 


.1 


: •• 


Utah...'. 


86.9 


63.3 


11.0 


4.8 


4.5 


3.3 


-- 




Vemiont. 


32.2 


21.1 


4.9 


3.5 


2.7 


- - 


•• 








107.6 


49.3 


73.4 


48.8 


.3 


5.6 




Washlngtona .a .a a a . a 


313.9 


127.3 


-- 


154.0 


31.5 ; 




1.1 


•• 


West Virginia, a a . 


r 145.1 


50.6 




79.1 


14.6 


“ “ 






Wisconsin. ......... 


407.6 


251.5 


102.8 


31.8 


21.4 


.1 






Wyoming. . ...... .... 


44.2 


39.7 




1.8 


2.6: 


.1 







^ Excluding unemployment comp«nMt)on. 

^Insurance pramium, utlli^, and general groii receipt! take! on builneti firmi. 
3 Corporation franchise and miscellaneous business and occupational licenses. 



^Business f/Ctivities tax. 

^ Less tharj $50,000* ■; ■ 

Soifrce: Eitlmat** preparod by ACIR itiiff from data pubitihed by tha Qovarnmanti Olvlilon, U.S. Buraau of tha Caniui, and U.S. 

Department of Agricultura; and lupplamantary data tuppllad by levoral Stata*. 
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MAJOR ISSUES 

Distribution of tax burdens and expenditure benefits 

The fairness of a state- local fiscal system depends on 
two things— the distribution of benefits from government expendi- 
tures and the distribution of the tax burden* While there are 
no hard data on the subject, economic theory suggests that state 
and local taxes are somewhat regressive, but that the benefits 
of state and local expenditures are largely pro-poor* Therefore, 
on balance. It Is likely that the state- local fiscal system 
redistributes resources from the upper to the lower Income 
brackets* 

The standard picture of the state- local tax and expendi- 
ture system derives from the work of W* Irwin Gillespie and 
1 

George Bishop* The Gillespie and Bishop methodology has 
recently been used by Roger Herr lot and Herman Miller to produce 
tax and expenditure Incidence estimates for 1968* Table 2-5 
shows the estimated distribution of taxes, expenditures, and 
Income by Income brackets* Table 2-6 expresses federal and 
state tax collections as a percentage of factor Income (Income 

from land, labor,; and capital). In both cash and non-cash forms, 

■ -I ' ; 

plus transfer payments received* Of the taxes shown, the federal 

Hf* Irwin Gillespie, "Effect of Public Expenditures on the 
Distribution of become," In Richard A* Musgrave (ed * ) , Essays In 
Fiscal Federalism, t Washington: Brookings Institution, 1965; 

George Bishop, Taac Burdens and Benefits of Government Expenditures 
by Income Class * New York: Tax Foundation, 1967* 
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ERIC 



36 



Income tax is steeply progressive throughout, while the sales iUid 
property taxes both display regressive elements. 

'JChe work of Gillespie, Bishop, and Harriot and Miller 
rests on three crucial assunq>tlons. First, the distribution of 
the benefits of non-specific public goods, such as police and fire 
protection, by number of families assumes that a dollar of private 
Income Is worth the same to a poor family as to a rich one. Henry 
Aaron and Martin McGuire have recently shown that If a dollar spent 
on private goods Is worth less to an Individual as his Income rises 
then the standard analysis understates the tax burden on the poor 
and overstates their evaluation of public goods. At the other 
end of the scale, Aaron and McGuire suggest that the traditional 
view overstates the burden of the fiscal system on the rich, 
since It places too little weight on their desire for publicly 
provided goods and services.^ If the satisfaction that the 
Individual gains from an additional dollar of private Income 
declines particularly rapidly as Income rises, the burden of 
the fiscal system will weigh entirely on the middle Income 
groups, with both low- and high- Income lndlvld\ials receiving 
net gains. 

Second, Gillespie and his followers have assumed that the 
residential portion of the property tax Is borne by individuals 
In proportion to their spending for housing, and that the 
business property tax Is passed on to consumers In proportion to 

^Henry Aaron and Martin McGuire, "Public Goods and Income 
Distribution," Econometrlca. 38: 907-20 (November, 1970). 
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their overall consumption expenditures* This follows the approach 
of Dick Ketzer, who considers the property levy to be a kind of 
excise tax on housing and other goods *^ 

Other economists view the property tax as one of several 
taxes on capital, which are borne by owners of capital* Although 
housing and farms are taxed most heavily under the property levy, 
these activities pay little corporate income tax, as shown in 
Table 2-7* Since a tax. on capital and a tax on capital Income 
may be considered equivalent, housing capital Is actually taxed 

less heavily than average* According to this view the tax system 

/ 

works to lower rather than Increase the price of housing relative 
to that of other goods and services* As between different 
coomunitles, the price of housing may be higher In areas where 
the property tax Is high than In areas idiere the tax rate Is low* 
But not all of the differences In property tax rates need be 
reflected In rents, since part may be capitalized In the value of 
land and structures*^ 

Under eljther analysis of the property tax, the levy Is 
proportional for the broad middle range of incomes, but regressive 
for those In the lowest brackets* Using the excise tax approach. 
Miller and Harriot found the effective rate of the property tax 
roughly constant for families with incomes between $6,000 and 
$25„000, but sharply higher below that level, as shown In Table 2-6* 

^ick Netser, Economics of the Property Tax . Washington: 
Brookings Institution, 1966, chap* 3* 

2 

Peter Mleakowskl, "Ihe Property Tax: An Excise Tax or a 
Profits iax7" Yale University, unpublished Cowles Foundation 
dliicusslon paper, November, 1970* 
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TABLE 2-7.— TAXES AS FEKCENT OF 
INCOME FROM CAPITAL, 1953-59 





Corporate 
Profits Tax 
(Fed. & State) 


Property 

Tax 


Total 


All non-fluanclal 


23.1 


14.2 


37,3 


Manufacturing 


40.7 


6.7 


47.4 


Residential real estate 


1.2 


26.7 


27.9 


Agriculture, forestry, 
and fishing 


0.9 


16.5 


17.4 


Mining 


19.4 ' 


10.9 


30.3 


Construction 


27.2 


9.2 


36-. 4 


Trade 


22.9 


9.2 


32.1 


Transportation 


28.3 


17.6 


45.8 


Communications and 
Utilities 


33.9 


16.8 


50.7 


Services 


18.1 


15.9 


34.0 



Source: Leonard G. Rosenberg. "Taxation of Income from 

Capital, by Industry Group," In Arnold C. Harberger 
and Martin J. Bailey (eds.) The Taxation of Income 
from Capital . Washington: Brookings Institution, 1969. 
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Using the wealth tax approach, the effective rate of the property 
tax Is fairly uniform for Incomes between $3,000 and $25,000, the 
range In which the ratio of wealth to Income holds steady, accord- 
ing to 1962 data. (See Table 2-8.) If more recent wealth data 
were available, the correspondence between these two analyses of 
the property tax burden would most likely be very close. 

The third crucial assumption In Incidence analysis 
concerns the distribution of the burden of business taxes • 
particularly the corporation net Income (profits) tax. Many 
writers have held that much of the burden of this tax Is 
shifted to consumers In the form of higher prices. But more 
recent and careful Investigations suggest that capital bears 
almost the full amount of the tax,^ Gillespie and Miller and 
Harriot adopt a compromise between these two poles and assume 
that two-thirds of. the corporate Income tax Is distributed In 
proportion to dividends, and the remainder In proportion to 
general consuDiptlon expenditures. 

On balance It thus appears that state-local tax systems 
are regressive, and that the most regressive elements are the 
property tax, general sales tax, and selective excises. Although 
state and local expenditures give benefits to low Income groups, 
the state-local fiscal system could be made more pro-poor by 
making greater use o£ the personal Income tax, 

^J, Gragg, A* Harberger, and Mleskowskl, "Empirical 
Evidence on the Incidence of the Corporation Income Tax," Journal 
of Political Econoiay , 75: 811-21 (Deceaber, 1967); Robert J« 
Gordon, "The Incidence of the Corporation Incosm Tax In U«S« 
Manufacturlna." American Economic Review , 57: 731-58 (September, 
1967). 



TABLE 2-8.— AVERAGE WEALTH OF FAMILIES, 1962 



Income 


Average 




Wealth/ Value 


Home 


Bracket 


Family 




Income 


of home 


equity/ 




Wealth 






equity 


Income 


$ 0 - 2999 


$ 7,609 




5.1 


$ 3,204 


2.1 


3000 “ 4999 


10,025 




2.5 


3,390 


0.8 


5000 - 7499 


13,207 




2.1 


4.495 


0.7 


7500 ^ 9999 


19 , 131 




2.2 


7,075 


0.8 


10000 - 14999 


28,021 




2.2 


9,566 


0.8 


15000 - 24999 


62 ,996 




3.1 


15,053 


0.8 


25000 - 49999 


291,317 




7.8 


32,528 


0.9 


50000 - 99999 


653,223 




8.7 


38,298 


0.5 


100000 and over 


1,698,021 






88,248 




Source: U.S. Department of Commerce, 


Bureau of 


the 




Census. 


Statistical Abstract 


of 


the United 




States, 


1968. Washington: 1968 


Page 


333. 
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The Income test and the Income tax 



There in fact, a growing consensus that Income 
Is the most appropriate measure of ability to pay. This is 
reflected In the recent Increase in use of the proportional 
or progressive Income tax. Further, the Income >tax mechanism 
Is coming Into use to blunt the regressive Impact of property 
and sales taxes. 

Forty States now have broad-based personal Income tax 
laws* The States that have had Income taxes for some time have made 
Increasing use of this tax source. State personal Income taxes, which 
represented 4*5 percent of State and local general revenues from own 
sources in 1957, accounted for 8,4 percent of the total by 1970, In 
ten States, the personal Income tax yielded 1^ percent or more of 
total State-local own source revenue in 1969, jn 1957, just three 
States — Alaska, Delaware, and Oregon — used the personal Income tax 
to that same degree. (See Appendix Table 10.) 

As State policymakers have confronted the need to Impose heavier 
tax burdens on Individuals and families, they have become more sensitive 
to the regressive Impact of the general retail sales tax and the local 
residential property tax. Fifteen States grant food purchases out- 
right exemption from their sales levies to help minimize regresslvlty. 

Twenty-six State sa'les tax laws give purchases of drugs and medicines 
similar treatment. These techniques are costly In terms of revenue 
foregone, because they apply across the board to all taxpayers re- 
gardless of their Income status. They are also costly of admin- 
istration because they require vendors to distinguish between taxable 




2-19 



and exempt sales and sales tax auditors to ferret out fraudulent 
exemption claims. 

Indiana demonstrated that the regressive Impact of one tax can 
be substantially mitigated by using the personal' Income tax as a 
coordinating device. In 1963, Indiana adopted personal Income tax credits 
for tax payments on food and prescription medLlclnes with cash refunds for 
persons with Incomes either too low to take full advantage of the 
tax credit or with Incomes below the filing requirement. When Ne- 
braska adopted Its Integrated personal Income and sales tax pack- 
age In 1967, the sales tax credit-rebate approach was Included* 

Iowa and Hawaii went a step further than Indiana by providing for 
a credit that diminished with the size of the taxpayer's Income. 

Wisconsin extended the credit-rebate Idqa .to, local res- 
idential property tax In 1964 by permitting the elderly to credit 
excessive local property tax payments (essentially ^byer 5 percent 
of household Income) against their State Income tax liability. 

Elderly renters were granted this relief also,f6r It was assumed 
that 25 percent of their shelter payments go Into property taxes. 

Because the great majority of the beneficiaries have little or no 
State Income tax liability, they have In effect a negative tax credit 
and are entitled to cash rebate. 

The Idea of using the State tax system and more specifically 
the State personal Income tax as a tax coordinating device has 
grown In favor with State tax policy makers* (See Table 
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TABLE 2-9 •--STATE use of personal income tax credits and cash rebates to minimize or offset 

THE REORESSIVITY OF SALES AND PROPERTY TA>XES* (Cant'd) 




Ftacal Imbalance 

In a federal system functions are assigned to 
Uvels of government so e. to belence the desire for popul.r 
control end pertlclpstlon vlth the Internellrstlon of cost 
.nd benefit spillovers end the re.Uz.tlon of economies of 
ecsle. The preser.t distribution of progr«s responsibilities 
indlcstes thet this heUnce hss not been .thieved In sever.l 
inporunt erees. especlslly eduction sod velfsre. 

A prlrsery criterion for . high <I».Uiy stete-locl 
revenue eystem 1. that the ere over uhleh tares ere levied 
ehculd approUmnte the arc In ehlch benefits are distributed. 
A government service should be pUd for by residents of the 
region effected, not let by InhsbltcU of the town where It 
is locted. m the cse of eduction, much of Its flncclng 
depends on units of govertssent so smaU that the fruits of 
sacrifices spill over to other lurlsdlctlons through 
the subsequent mlgratlc of children. Education also lead, 
to social and technological Improvements that Increase produc 
tlvlty and well-being for everyone, not Just those who receive 
u. Since the cosmunlty dcs not receive all of the benefits 
of Its eductiocl spending, It will spend less for schooling 

than It would btherwlse. The existence of out-migrants and 

i 

A 
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generalised benefits stakes education seem more costly than It 
really Is, thereby discouraging local outlays. 

Pot purposes of income redistribution, taxes must be 
levied over the entire region in which redistribution Is deemed 
necessary. Our education system Is viewed as a device to provide 
equal social and economic opportunity to children Irrespective 
of their backgrotind. To meet this responsibility all states do 
have a system of aid to local education, but these programs 
generally have a limited inq>act in redistributing educational 
resources. As a result, per pupil expenditures are still determined 
primarily by local property values. 

Hie concept of equal educational opportunity is, of 

course, an imprecise one. At the very least we take It to mean 

that poor children should have no fewer resources devoted to 

their schooling than are provided to middle and upper Income 

pupils •• While the costs of improving student achievement may be 

high, there Is substantial agreement that inq>rovlng the quantity 

and quality of school inputs does yield learning gains. ^ A 

child's fam. ly background . and peer group have a very large effect 

on his achievement in school. But many studies have shown that 

equalizing the distribution of resources devoted to the education 

of rich and poor will still significantly reduce the gap in 

2 

educational achievement. Inter-student disparities in performance 
not bue to differences in ability can be completely eliminated 
only through dlsequallzing educational resources in favor of the 
underprivileged, or by working outside the educational system, 
or both. 

To compensate for benefit spillovers, the states need only 
establish a program of aid to compensate localities for the 
differences between the perceived cost of education and its true 
cost. On the other hand, to assure equal educational opportunity 
for all children within a state, substantial taxes for schools 
must be levied statewide. 

^Jat«s W. Guthrie, "A Survey of School Effectlyeness 
Studies," in Do Teachers ^ke a Difference? . Washington: H.S, 

Office of Education, 1970. 

^E.g., Samuel Bowles, "Towards Equality?", in Equal Educa- 
tional Opportunity . Cambridge: Harvard University Press, 1969. 
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The present system of financing many redistributive 
activities. Including education, largely by local taxes conflicts 
with the nation's stated aim of halting and reversing urban 
decay and the flight to the suburbs. Much of this conflict 
would still exist even if other local taxes were to replace 
the property tax but part is attributable to the nature of 
the property tax itself. 

An individual's local fiscal surplus— the value of 
local government services received minus local taxes paid— 
would naturally be expected to have an effect on his decision 
to locate in a given area. A recent paper by Bradford and 

1 

Kelejlan suggests that these effects can be quite substantial. 

A fifty percent Increase in grants in aid to cities used to 
reduce local taxes was found to Increase the population of 
the typical city by 4.4 percent and Increase the portion of 
area upper income persons living in the central city from 60 
to 64 percent. A negative Income tax program which decreased 
the ntimber of poor in a met^polltan area by 25 percent would 
increase the city's population by 6.9 percent and Increase 
the fraction of upper Income persons living in the city from 
60 to 67 percent. Since the costs of these two programs are 
different and unknown, we cannot tell which is more cost 

^David P. Bradford and Harry H. Kelejlan, "An Econo- 
metric Model of the Flight to the Suburbs," Unpublished 
Princeton University Econometric Research Program memorandum, 
October, 1970. 
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effective, but both would have similar effects on the city. 

The fiscal system has both direct and indirect 
influences on the location of upper income persons. The fewer 
the upper income residents of the city, the heavier the tax 
burden will be on all the remaining families. An Increase In 
the percentage of city residents who are poor will also 
increase needed public expenditures for welfare, police, 
hospitals, and schools, and reduce the amenity value of the 
city to upper income groups. Thus attempts by a central city 
to redistribute income and opportunity via its own budget will 
turn out to be self-defeating. This will be true whether the 
property tax or some other revenue source is used. 

The property tax Itself, however, also poses particular 
problems for central cities because of its adverse effects on 
housing. If property tax differentials are borne by consumers, 
the price of urban housing will be relatively hi^, since city 
tax burdens are on average one-third higher than in the 
suburbs. Families will generally cut back on their use of 
housing space through living in lower quality dwellings and 
decreasing the number of rooms occupied per family. If property 
tax differentials are capitalized, higher property taxes will 
make the city a less attractive place for the investor to own 
residential property. The volume of new construction will 
fall off or housing will be allowed to deteriorate, once again 
causing people to curtail their use of dwelling space. 



If property tax differentials are partly capitalized and partly 
passed on to consumers} the reduction in housing utilization vill 
be brought about by a combination of pressures from the supply and 
demand sides. 

For vhlte, upper income persons the decline in the' attrac- 
tiveness of city housing will further encourage the move to the 
suburbs. For those who are kept from leaving the city by suburban 
discrimination or large-lot zoning, the result will be a further 
reduction in the quality of urban living. 

Industrial location and tax competition 

The effect that tax differentials have on residential 
housing will be duplicated to a lesser extent for other 
industries. Although our knowledge is incomplete, it appears 
that the supply of different types of labor and raw materials 
is much more significant for other industries than for housing. 
Also, property tares, the major local tax, represent a much 
greater portion of capital Income in housing than in any 
other industry. Despite the passage of time, John Due's 
ten-year-old conclusion has not been controverted — "Without 
doubt, in some Instances, the tax element plays the deciding 
role in determining the optimum location, since other 
factors balance. This is most likely to be the case in the 
selection of the precise site*, in a metropolitan area. ... . . 

But state and local taxes represent such a small percentage 
of total costs that the cases in which they are controlling 
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cannot be very significant." 

We can pick out, however, the other industries which 
are most heavily taxed under the property tax from the data in 
Table 2**5. Next to residential housing, those sectors which 
bear the greatest burden are, in descending order, transporta- 
tion, utilities, agriculture, and services. The hi^ taxes 
on urban transportation facilities are particularly inportant, 
since higher transportation prices encourage decentralization 
of industry and population. There are also great variations 
in taxation within these industries. Electric and gas utilities 
are taxed more heavily than petroleum companies, discouraging 
the use cf gas and electricity for heating. Railroads pay 
substantially more property taxes than motor carriers, 
increasing the cost and reducing the attractiveness of rail 
transportation for both people and goods. One result of 
this has been the shift of urban rail passenger facilities 
to public ownership, where property taxes are not paid or 
some explicit subsidy is given. 

While the existence of thousands of local governments 
and tax bases is a particular source of difficulties, this 
same situation is duplicated to a lesser extent with fifty 
separate states. As discussed above, there is no hard evidence 
that state taxes have a significant effect on industrial 
location, but state officials clearly believe this to be so. 

^John F. Due, "Studies of State-Local Tax Influences 
on the Location of Industry," National Tax Journal , lA: 163—173. 
(June, 1969), p. 171. 
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Governor Nelson A. Rockefeller recently told the New 

York State legislature: 

^ae vitality of the state's economic structure 
depends on the competitive position of New York 
State as a place to invest money, produce goods and 
services, and provide ever-expanding and improving 
Job opportunities and the growth of our tax base 
necessary to support government services. It was 
clear that, under all of these circumstances, a 
major tax increase would erode the foundations of 
the state's economy. Therefore it was essential to 
hold down tax increases and to cut back on state 
spending, even though the latter was bound to have 
a serious effect on the level of state services.^ 

Of course. New York’s position is unique in that it Is a high 

tax area located between two non-income tax states, Connecticut 

and New Jersey. But each state similarly feels itself to be 

in a special position. The director of the Connecticut State 

Revenue Task Force, for Instance, has emphasized the importance 

attached by many people to the recent growth in corporate 

headquarters in the area of the state closest to New York City. 

"As in most locational decisions," he writes, "the reasons for 

these moves are several, and it is difficult to say with 

certainty which was the crucial factor. It is easy to assume, 

therefore, that the absence of a personal Income tax in 

Connecticut may have been the major Inducement, and there is a 

2 

natural fear of relinquishing this advantage." 



1 

Governor Nelson A. Rockefeller, Special Message to the 
New York Legislature, April 22, 1971. 

2 

Letter from Murray Drabkln, March 9, 1971. 



2-31 



54 



The existence of Interstate tax cnnpetition thus causes 
state govemnents to keep especially tight rein on their 
budgets. In the foregoing example, Connecticut, New Jersey, and 
New York could spend more, increase tax collections, and not 
affect their relative competitive position if some cooperative 
agreement were possible. Connecticut and New Jersey might 
agree to Introduce a state Income tax if New York promised to 
Increase its existing levy. The understanding these states 
might reach need not take the form of establishing the same tax 
structure. For example. New York could agree to Increase its 
Incotae tax if Connecticut and New Jersey increased their sales 
taxes. If such cooperation is not feasible, a prograia of 
federal credits for state use of the income tax could also allow 
states to increase their spending without altering their 
attractiveness to Individuals and Industry. 
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Governmental fragmentation 



The reliance on local taxes to flqfince redistributive 
expenditures also distorts the pattern of governmental organl- 
. ration In metropolitan areas. It fosters a large number of 
small local units and encourages them to exclude persons and 
industries which are deetied to represent a potential fiscal 
burden to the comnunlty. Once again, this is due to the 
maldistribution of governmental responsibilities, not to the 
property tax. 

Under present arrangements in most states Ic is 
advantageous ior persons of similar incomes to cluster in 
small, homogeneous comnnini ties. If everyone in the locality 
is approximately as well off, the scope for redistribution is 
minimal, and the tax burden on the individual Will be relatively 
light. This pattern will te maintained by the willingness of 
upper income individuals to pay higher land and housing costs 
in order to live in a community with a higher qualify of public 
services and fewer redistributive activities. Stratification 
of comminitles by wealth may occur as long as rich people 
prefer to spend a larger portion of their Incomes on public 
goods, even if the benefits are generalized rather than accruing 
specifically to low Income individuals.^ But local attempts at 
redistribution will exacerbate the problem. 

^ryan C. Elllckson, "Metropolitan Residential Loca- 
tion and the Local Public Sector," Unpublished Ph.D« disserta- 
tion, Massachusetts Institute of Technology, Department of 
Economics, June, 1970. 



To the extent that the land and housing markets do not 

automatically result In complete stratlflc^^tlon by Income, 

communities may also make use of zoning ordinances to keep out 

land uses which are considered to Incur more costs than the tax 

revenues they bring In. In particular, since schooling 

Is the major item In local budgets, this fiscal zoning often 

takes the form of requiring large lots. If single-family 

homes must be located on plots of one, two, five, or even ten 

acres, city fathers expect that they will pay 'enough property 

taxes to meet the costs of educating the children likely to 

live therein. (This same situation would exist even If the 

local property tax were replaced by a local sales or Income tax.) 

Similarly, since Industry does not produce any direct burden on 

the schools, most localities consider It highly desirable. 

In a growing number of cases cities and towns even attempt to 

limit Incoming firms to offices, laboratories, and so-called 

clean Industry In a further effort to Improve their fiscal 

picture. Hie evidence of this fiscal mercantilism continues to 

1 

appear around the country. 

The rub, of course. Is that people follow Industry, 
and while one locality benefits Itself by obtaining a new firm 
but excluding Its etqiloyees, other communities %H11 have to 

George E. Seymour and M.D. Copely, "The Amount of 
School Property Tax Revenue Produced by Types of Residential 
Property,” The Municipality [League of Wisconsin Ifcinlclpalltles] , 
August, 1971; Peter Almond, "Industrial Park Is a Tax Saver," 
Cleveland [Ohio] Press , September 1, 1971, p. G-1; Richard 
Reeves, "Land is Prize In Battle for Control of Suburbs," 

New York Times. August 17, 1971, pp. 1, 39. 
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educate the employees’ children without sharing In the firm s 
tax payments. Workers are also hurt by being forced to live 



far from their job# 

The situation has become particularly acute in che 
New York metropolitan area. On the New Jersey side of the 
Hudson over four-fifths of the vacant land in the suburban 
fringe (Monmouth, Morris, and Somerset Counties) is zoned for 
single family homes on plots of one acre or more. Less than 
one percent is zoned for apartment dwellings. In the New 
suburbs the minimum price of new homes ranges from $30,000 in 
Suffolk County to $50,000 in Westchester County. ^ As a result, 
blue-collar workers taking jobs in the suburbs cannot afford to live 
near their work and must face expensive, time-consuming travel each' 
day from a home in the city to their place of employment. 

Of course, the problem of fiscal zoning would not 
exist if governmental jurisdictions were larger, so that each 
land use decision would have a much smaller effect on the total 
fisc.al picture. But the pressures that lead to fiscal zoning 
also act to oppose governmental consolidation, whatever the 
canons of equity and efficiency would suggest. 

Local governments cannot be expected to give up their 



lutonomy voluntarily unless it is to their own benefit, 
therefore, shifting the financing of education and other 



^Governor William T. Cahill, Blueprint for Hous^^^ 

,n New Jersey,” Special Message to the New Jersey Legialature, 
lecember 7, 1970. 

^Linda Greenhouse, ”RJ.se in Jobs Poses Problem in 
Suburbs," New York Times , August 18, 1971, pp. 1, 
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redistributive activities to a higher level of government^ would 
seem to be a necessary condition for reducing governmental 
fragmentation. 

Undoubtedly for some small units of government there 

are economies of scale to be reaped by providing services in 

greater quantity over a larger area. But the major argument 

for governmental consolidation is the need for balance between 

governmental powers and responsibilities. As the ACIR has 

continued to stress, local governments should have broad enough 

jurisdiction to cope adequately with the forces that create 

1 

the problems which the citizens expect them to handle. 

The area-wide scope of many local problems — I'economlc 
development, housing, recreation, waste disposal, transportation, 
law enforcement — needs no documentation here. The development 
of the needed area-wide solutions, however, is seriously 
impaired by the desire of localities to maintain their own 
separate tax base. If school financing were removed from the 
local property tax, and if local taxes financed primarily local 
services, governmental consolidation would become more a matter, 
of efficiency than of distribution. Residents of upper income 
communities would then find that consolidation paid in terms 
of providing better local government. 



1 

ACIR. Fiscal Balance in the American Federal System . 
Washington: 1967. Vol. 2i.p. 15. 



Revenue inelasticity 



Although state and local tax systems have been remarkably 
productive revenue raisers , this has been accomplished only through 
frequent increases in tax rates. From 1959 through 1970 state 
legislatures enacted a total of 36 major new taxes and increased 
rates of existing major taxes 410 times. Over the same period the 
federal government has been able to make several tax reductions. 

Part of this difference is due to the more rapid grov7th 
in state and local spending. Over the past twelve years federal 
government expenditures have risen some 120 percent, while state- 
local expenditures from own sources have risen about 180 percent. 

But State and local tax systems are also less able to take 
automatic advantage of the recent rapid growth in Gross National 
Product. The federal government relies for its revenue on elastic 
taxes, such as the personal income tax, whose collections rise at a 
faster rate than income. State and local taxes, on the other hand, 
are largely inelastic, with receipts rising less rapidly than income. 

To be more precise, the elasticity of a tax is defined as the 
ratio of the percentage increase in tax collections at a constant 
tax rate to the percentage increase in Gross National Product (or 
some other measure of income). For example, if GNP rises by five 
percent and collections from some tax increases by seven percent, 
the elasticity of that tax will be seven divided by five, or 1.4. 
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A nuniber of previous studies of state-local finances have 
provided elasticity estimates for the major state-local taxes. 

Some of these are shown in Table 2-10. The diversity of figures 
for each category arises for several reasons. First, the defi- 
nition of a given type of tax is not uniform. In some states 
almost ail- income is taxable; in others, there are substantial 
exemptions, deductions, and exclusions. The general sales tax 
base sometimes includes food, clothing, and major services 
(see Table 3-3 and the accompanying discussion) ; elsewhere 
these items are not taxed. Second, the evidence suggests that 
the elasticity of a uniformly defined tax will vary from year 
to year and state to state. Third, even if the tax base and 
time period are clearly specified, economic data do not lend 
themselves to unambiguous interpretation. There are several 
ways of computing elasticities — employing tax collection data 
or relying on bade data and rate schedules, constraining or 
not constraining certain coefficients, using one or more 
Independent variables. A recent study concludes that even the 
most refined elasticity estimates are of minimal value for 
short-run revenue forecasting.^ For all these reasons 
specific elasticity estimates should not be given much weight 
in the determination of tax policy. 

Since there have been no recent comprehensive estimates 
of state-local tax elasticities, the ACIR staff has made such 

•^Robert E. Berney , "Income Elasticities for Tax Rc'venues: 
Techniques of Estimation and Their Usefulness for Forecasting," 
Unpublished Washington State University working paper, presented 
at the conferences of the Western Economic Association, 

August 30, 1971.. 
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TABLE 

TAX 

Personal Income 

I 

! 

j 

Corporate income 



General property 



General sales 



Motor fuels 



Tobacco 



Total state revenue 
(excluding 
property tax) 



O 




-10. —ESTIMATED INCOME ELASTICITIES 
OF MAJOR STATE-LOCAL TAXES 
AT CONSTANT RATES 



INVESTIGATOR 


AREA 


ELASTICITY 


Harris 


Arkansas 


2.4 


Harris 


United States 


1.8 


Groves and Kahn 


United States 


1.75 


Netzer 


United States 


1.7 


Planning Division 


Arizona 


1.30 


Harris 


New Mexico 


1.3 


Peck 


Indiana 


1.44 


Harris 


United States 


1.16 


Netzer 


United States 


1.1 


Planning Divi.slon 


Arizona 


0.97 


Mushkln 


Florida 


1.6 


Mushkin 


United States 


1.3 


Netzer 


United States 


1.0 


Bridges 


United States 


0.98 


Planning Division 


Arizona 


0.85 


McLoone 


United States 


0.8 


Rafuse 


United States 


0.8 


Mushkln 


North Dakota 


0.3 


Davies 


Arkansas 


1.27 


Rafuse 


United States 


1.27 


Peck 


Indiana 


1.04 


Netzer 


United States 


1.0 


Harris 


United St£ite^ 


i.o 


Davies 


United States 


1.0 


Planning Division 


Arizona 


0.87 


Davies 


Tennessee 


0.80 


Peck 


Indiana 


0.77 


Planning Division 


Arizona 


0.74 


Harris 


United States 


0.6 


Rafuse 


United States 


0.43 


Netzer 


United States 


0.8 


Harris 


United States 


0.4 


Planning Division 


Arizona 


0.25 


Legler and Shapiro 


California 


2.1 


Netzer 


United States 


1.2 


Legler and Shapiro 


Iowa 


0.4 
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TABLE 2 -11. --BIBLIOGRAPHY ON 
TAX ELASTICITIES 



O 

ERIC 



Arizona, Department of Economic Planning and Development, 

Planning Division, Arizona Intergovernmental Structure ; 

A Financial View to 1980 . Phoenix: 1971 

Berney, Robert E, "Income Elasticities for Tax Revenues: 

Techniques of Estimation and Their Usefulness for 
Forecasting," Unpublished Washington State University 
working paper, presented at the conference of the 
Western Economic Association, August 30, 1971, 

Bridges, Benjamin, Jr. "The Elasticity of the Property Tax Base: 

Some Cross Section Estimates," Land Economics , 40: 449-51 

(November, 1964) 

Davies, David G, "The Sensitivity of Consumption Taxes to 

Fluctuations in Income, " National Tax Journal , 15:281-90 
(September, 1962), 

Duesenberry, James S., Otto Eckstvain, and Gary Fromm. "A Simula- 
tion of the United States Economy in Recession," 

Econometrics , 28:749-809 (October, 1960) 

Groves, Harold M. , and C. Harry Kahn. "The Stability of State and 
Local Tax Yields," American Economic Review . 42:87-102 
(March, 1952), 

Harris, Robert, Income and Sales Taxes: The 1970 Outlook for 

States and Localities . Chicago; Council of State 
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calculations for six states and selected subdivisions. For the 
major state taxes, the elasticities of tax collections at 
constant rates are expressed In relation to state personal 
Income. For the property tax, the Increases In state equalized 
valuations are compared to disposable personal income as esti- 
mated by Sales Management magazine. These property tax 
elasticity estimates should therefore be considered tentative 
until they can be recomputed using income data from the 1970 
Census of Population. All estimates refer to the taxes as 
currently In effect in each state and are based on as many 
years of data as the reqvilrement of consistency will allow. 

In Hawaii all assessing of property Is done by the 
state. The county is the unit of assessment In Kentucky, 

Maryland, and Oregon. And In New Jersey and New York valuation 
is a municipal responsibility. Kentucky and Oregon both do a 
creditable job of assessing at or near to full property value. 
Hawaii's assessments appiroxlmate the established goal of 
seventy percent of market value. And each- New Jersey locality 
is mandated to adhere to the assessment ratio determined by the 
County Tax Board. All six states conduct periodic assessment 
ratio ’studies, used primarily to distribute school aid. 

The ACIR elasticity estimates ate shown In Tables 2-12 
and 2-13. From these several conclusions may be drawn. First, 
the personal Income tax Is the most elastic tax source available 
to state governments, 'fhls Is followed In order by the corporate 
income tax, the general sales tax, the property tax, and the 
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TABLE 2-13.— ESTIMATED ELASTICITY 
OF REAL PROPERTY TAX 



STATE 


JURISDICTIOi: 


ELASTICITY 


Hawaii 


Hawaii Co. 


2.06 




Honolulu Co. 


0.89 




Kauai Co . 


1.08 




Maui Co. 


1.55 


Kentucky 


Bell Co.. 


1.15 




Boone Co. 


0 . 69 




Boyd Co. 


0.87 




Bullitt Co. 


1.60 




Calloway Co. 


1.42 




Campbell Co. 


0.24 




Daviess Co. 


0.94 




Fayette Co. 


0.66 




Hardin Co. 


1.95 




Harlan Co . 


- 0.73 




Hickman Co. 


1.67 




Hopkins Co. 


0.71 




Jefferson Co. 


0.50 




Jessamine Co. 


1.05 




Kenton . Co . 


0.76 




Laurel Co. 


0.69 




McCracken Co. 


0.74 




Madison Co. 


1.07 




Muhlenberg Co. 


0 . 66 




Pike Co. 


1.82 




Pulaski Co. 


1.35 




Robertson Co. 


1.14 




Rockcastle Co. 


0.74 




Rowan Co . 


0.91 




Simpson Co. 


1.31 




Union Co, 


2 . 66 




Warren Co. 


1.04 


Maryland 


Allegan^r Co. 


1.00 




Anne Arundel Co. 


0.90 




Baltimore City 


1.25 




Baltimore Co. 


0.45 




Calvert Co. 


1.42 




Caroline Co. 


1.27 




Carrol Co. 


0.70 




Cecil Co. 


1.40 




Charles Co. 


2.11 




Dorchester Co. 


0.93 
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STATE 

Maryland 



New Jersey 



New York 



TABLE 2-13, Continued 



JURISDICTION 


ELASTICITY 


Frederick Co. 


1.23 


Garrett Co. 


1.96 


Harford Co . 


1.14 


Howard Co. 


1.11 


Kent Co. 


2.25 


Montgomery Co. 


1.16 


Prince Georges Co, 


1.61 


Queen Annes Co. 


1.31 


St. Marys Co. 


3.95 


Somerset Co. 


2.22 


Talbot Co. 


1.16 


Washington Co. 


1.13 


Wicomico Co. 


0.97 


Worcester Co. 


1.91 


Burlington City (Burlington Co.) 


0.43 


Camden City (Camden Co.) 


0.39 


Dover Town (Morris Co.) 


0.69 


Freehold Boro (Monmouth Co.) 


0.87 


Hamilton Twp. (Mercer Co.) 


0.75 


Hunterdon Co. 


0.90 


Irvington Town (Essex Co.) 


0.47 


Jersey City (Hudson Co.) 


0.88 


Lakewood Twp. (Ocean Co.) 


0.75 


Lodi Boro (Bergen Co.) 


1.40 


Millville City’ (Cumberland Co.) 


0.47 


Morris Co . 


0.85 


Newark City (Essex Co.) 


0.38 


Ocean Co. 


0.68 


Pleasantville City (Atlantic Co . ) 


0.71 


Red Bank Boro (Monmouth Co . ) 


0.55 


Salem Co. 


1.17 


Somerset Co. 


1.02 


Somerville Boro (Somerset Co.) 


0.89 


Summit City (Union Co.) 


0.46 


Sussex Co. 


0.63 


Trenton City 


- 0.27 


Warren Co. 


1.36 


Wayne Twp. (Passaic Co.) 


0.97 


Wildwood City (Cape May Co.) 


2.03 


Woodbridge Twp. (Middlesex Co.) 


0.66 


Woodbury City (Gloucester Co.) 


0.29 


Albany City (Albany Co.) 


0.34 


Allegany Co . 


0.46 


Amsterdam City 


- 9.21 
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STATE 
New York 



Oregon 



TABLE 2-13, Continued 



JURISDICTION 

Babylon Village (Suffolk Co.) 

Chenango Co. 

Corning City (Steuben Co.) 

Endlcott Village (Broome Co.) 

Franklin Co. 

Hempstead Town (Nassau Co.) 

Lackawanna City (Erie Co.) 

Lewis Co. 

New Rochelle City (Westchester Co.) 

New York City 

Oneonta City (Otsego Co.) 

Patchogue Village (Suffolk Co.) 
Plattsburgh City (Clinton Co.) 

Putnam Co. 

Rockland Co. 

Scarsdale Town (Westchester Co.) 
Scoharle Co . 

Spring Valley Village (Rockland Co.) 
Suffolk Co. 

Watertown City (Jefferson Co.) 
Yonkers City (Westchester Co.) 

Baker Co . 

Benton Co. 

Clackamas Co. 

Clatsop Co. 

Columbia Co. 

Coos Co. 

Crook Co. 

Curry Co. 

Deschutes Co. 

Douglas Co. 

Gilliam Co. 

Grant Co. 

Harney Co. 

Hood River Co. 

Jackson Co. 

Jefferson Co. 

Josephine Co. 

Klamath Co. 

Lake Co. 

Lane Co. 

Lincoln Co. 

Linn Co. 



ELASTICITY 

0.77 
0.18 
- 0.12 
0.63 
0.94 
1.04 
2.27 
0.52 
0.51 
1.41 
0.52 
0.71 
0.81 
0.38 
0.79 
0.28 
1.03 
0.80 
0.55 
0.11 
0.70 



0.09 
0.84 
0.91 
2.64 
0.82 
0.83' 
0.61 
1.46 
1,37 
1.01 
- 2.93 
0.30 
0.54 
1.09 
1.00 
1.19 
0.95 
0.73 
0.48 
0.95 
1.76 
0.75 






f 



TABLE 2-13, Continued 



STATE 


JURISDICTION 


ELASTICITY 


Oregon 


Malheur Co. 


1.00 




Marlon Co. 


0.94 




Morrow Co. 


0.57 




Multnomah Co. 


0.84 




Polk Co. 


0.57 




Shennan Co. 


0.00 




Tillamook Co. 


1.83 




Umatilla Co. 


0.23 




Union Co. 


0.79 




Wallowa Co. 


0.67 




Wasco Co. 


0.77 




Washington Co. 


0.89 




Wheeler Co. 


1.08 




Yamihlll Co. 


1.29 



Source: ACIR staff calculations based on data from the Office of 
Regional Economics , Sales Mananement , and state revenue 
departments and boards of equalization. 




various selective excise taxes.- Second, the elasticity of 
a given type of tsx will vary with the definition of the tax 
base and from state to state. Tl^lrd, the elasticity of the 
property tax varies widely frpm locality to locality and, to 
a lesser extent, among states. This variation cannot be 
described in general terms, since high and low elasticity 
Jurisdictions are found both in urban, suburban, and rural 
areas. These sharp differences show that local elasticities 
can be strongly influenced by changing growth patterns and 
indicate the limited usefulness of elasticity estimates for 
small areas. 

The increase in the market value of property, of 
course, does not represent an automatic addition to the tax 
rolls. While new construction is brought to the assessor’s 
attention by building permits and is promptly taxed, greater 
diligence Is required to keep up with the appreciation of 
land and existing structures. While comprehensive figures on 
the volume of new construction by area cannot be obtained, 
the available fragmentary data show surprising consistency. 






71 



In Hawaii new construction accounted for 43 percent of the in- 
crease in assessments between January 1, 1968, and July 1, 1971. 

The percentage for the individual islands ranged from 51 on Oahu to 
23 on Hawaii.^ 

Between January 1, 1969, and January 1, 1970, the value of taxable 
real estate in Kentucky increased 6.98 percent. Of this, additions to 
the stock of taxable, real property accounted for 2.80 percent, or 
two-fifths of the total. ^ 

During the decade of the sixties, new construction In Washington 
added $6.0 billion to that state's property tax base. Thirty-five 
percent of the increase in taxable property values in the ten-year 
period is attributable to this cause. ^ 

On . the average, therefoTTC, new construction appears to account 
for some forty percent of the possible additions to the property tax 
rolls. If existing buildings were not reassessed and new construction 
represented the only additions to the tax roll, the base elasticity 
of the property tax would be somewhere between 0.3 and 0.4, Instead 
of 0.8 or 1.0. The higher elasticity can only be captured by prompt 
response of the assessor to changes in market values. 



Letter from Mrs. lola Rhyne, Tax Research and Planning Officer, 
Department of Taxation, State of Hawaii, July 29, 1971. 

^Robert D. Rader, Kentucky Department of Revenue Memorandum, 
"Final Report on 1970 Ratio Study," May 14, 1971. 

'^Washington, Department of Revenue, Newsletter , May 3, 1971. 
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It should not be concluded from this discussion that a 
higher elasticity is always better than a lower one. Writers 
in the state-local finance area have frequently Implied this 
to be the case^ but seldom with any substantive analysis. 

The elasticity problem Is frequently stated as a problem of an 
elasticity .gap between revenues and expenditures. With revenue 
elasticity less than expenditure elasticity, frequent tax 
rate Increases are required to maintain budgetary balance. 

No feasible state-local revenue system, however, could 
avoid the necessity of continued tax rate Increases if .current 
expenditure trends continue. A state personal Income cax with 
an elasticity of 1.75 and bringing in 25 percent of state-local 
revenues could bring the elasticity of the total system to 
about 1.15. This la, of course, a substantial Increase over the 
current average of some 0.95. But It Is still far too small 
to keep up with expenditure increases of 12 to 16 percent per 
year. Even if all revenues were collected from an Income tax, 

rate Increases would still be needed. 

One problem with an elasticity much greater than one is 
that while tax receipts Increase faster than income when the 
economy is growing, they also decline faster than Income In a 
recession. At the federal level, where deficits are readily 
financed, the rapid decline in the tax tak<s is an Important 
automatic stabilizer for smoothing out cyclical fluctuations 
in the economy. Since the federal government has responsibility 
for stabilization policy, a high elasticity tax system seems 
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very appropriate at the federal level. But at the state and local 
levels* where balanced budgets are more or less obligatory, a 
high elasticity tax structure will impose a difficult hardship 
Iji a recession. 

A tax elasticity less than one also presents problems. 

Since tax revenues will in this case grov: more slowly than Income, 
continual tax rate increases will be required just to maintain 
public expenditures at a constant fraction of total state or 
local Income. While such frequent opportunities for decision 
by taxpayers might seem very democratic, proper planning and 
administration of the public sector argue strongly in favor of 
more stability and continuity than such a system would provide. 

The optimal elasticity for a state-local revenue system 
would therefore appear to be in a range from 1.0 to 1.2. The 
lower bound of unity would keep state- local expenditures a 
constant fraction of income in the absence of explicit action 
by the electorate or their representatives. The upper bound 
is the approximate elasticity of the federal tax system and 
would maintain a bala)ice in the spending potentials of the 
two levels of government. Use of a personal income tax to 
raise a quarter of state-local revenues would yield a total 
system elasticity within these limits. 
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Property tsx admin istration 

To be fair and to keep pace with growing property 
yalues, the property tax necessitates a degree of administra- 
tive involvement and financial support greater than states 
and localities have been willing to commit. Valuation has 
become a highly technical undertaking. Yet the administration 
of the property tax in many jurisdictions is entrusted to 
individuals whose principal qualification is being able to 
win an election rather than knowing the techniques of the 
appraisal profession— income capitalization, sales compari- 
son, or cost approach to value. 

The division of the property tax base into thoug^^t. 

of pieces under the present system of local or county 
assessment accentuates the administrative difficulties of the 
property tax. Some property is not easily confined within 
the arbitrary boundaries of political subdivisions. Values 
determined for property in one jurisdiction may bear little or 
no relation to assessment of similar property by a. 
neighboring locality. 



2-52 



75 

o 

ERIC 






The difficulty of administering the property tax 
accouints for the trend toward eliminating personal property 
taxes on all but business personalty, where a market trans- 
action can- be used as a yardstick. There is also a growing 
tendency for some or all business property to be assessed 
by the state rather than by local governments. Finally, 
many states are requiring state certification of local assessors 
and are also providing them with classroom training, tax 
mapping, and other technical assistance. 

While there is still a great deal of room for improve- 
ment, these changes have already had a healthy Impact. Over 
the course of three surveys, from 1956 to 1966, most assessing 
areas showed Increased uniformity in their assessment of 
nonfarm houses, according to the Census of Governments.. 

However, the Census data showed a marked divergence in the 
assesstnent levels among various kinds of realty in most parts 
of the country. Thus, there is still a long way to go in 
making the property tax a better instrument for governmental 
financing. 



closing the gap between assessment law and practice ranks with 
uniformity of assessment as a major challenge of property tax ad- 
ministration. Nationwide the average overall level of realty as- 
sessment rose only from 29 percent in 1961 to about 31 percent in 
1966. All the statistical evidence and actual experience points 



to the conclusion that the higher the official valuation the great- 
er the assessment uniformity. Only a few States have experienced 
sharp jumps in assessment levels according to the Census reports. 
Most of these were mandated by courts. Where a major upward shift 
occurred as in Florida, Georgia, Kentucky, New Jersey and North 
Carolina there was a marked improvement in the uniformity of as- 
sessment for one-family houses. (See Table 2-14.) 

Some states have left themselves little prospect of 
either closing the gap between assessment law and practice 
or achieving greater assessment uniformity because they have 
failed to provide themselves with the basic data obtainable 
through a real estate transfer tax. In 1965, when Congress 
repealed the federal documentary tax, it did so prospectively 
so as to allow states and localities to enter the field 



without loss in the continuity of information that flowed as 
a by-product of the tax. Many states took advantage of the 



opportunity, but thirteen did not— 

Alaska Missouri 

Idaho Montana 

Kansas Mexico 

Louisiana North Dakota 

Mississippi 



Oregon 

Texas 

Utah 

Wyoming 



Of these, only Alaska and Oregon had a median area dispersion 
index for nonfarm housing assessments that compared favorably 



with the national average. 
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TABLE 2-14.— MEASURES OF ASSESSMENT QUALITY, 
SELECTED STATES, 1961 and 1966 



S ta te 



Statewide Average Coefficient of Intra-Area 

Assessment Ratio Dispersion For Nonfarm House * 

For Nonfarm Houses Assessments, Median Area of Those Surveyed 





1961 


1966 


1961 


1966 


Florida 


47 ; 4 


78.3 


22.3 


14.2 


Georgia 


25.2 


39.7 


30 5 


16.9 


Kentucky 


29.0 


91.4 


27.3 


15.8 


New Jersey 


27.0 


66.1 


31.8 


18.1 


North Carolina 


35.7 


53.1 


24.9 


17.7 


^Coefficient of 


despersion 


is a measure , 


in percentage 


terms of the 



average departure of individual assessments from the median level 
of valuation for the kind of property in a particular assessing area. 



Source: Bureau of the Census, Census of Governments: 1962, Vol, II, 
Taxable Property Values ; and 1967 Census of Governments, 
Vol. 2, Taxable Property Values . 
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SUMMARY 



State and local government revenues from own sources 
exceed $110 billion. This equals eleven percent of Gross 
National Product and is more than 160 percent greater than 
state-local receipts a deqade ago. States and localities make 
use of a variety of personal taxes— primarily the property tax, 
general and selective sales taxes, and the individual income 
tax— as well as several levies on business. 

Four aspects of the state- local revenue system impair 
its productivity and equity: 

1, the regressive impact of property, general sales, 
and selective excise taxes, 

2, the iinbalance between fiscal resources and certain 
fwictional responsibilities of government, 

3, tlie sluggish response of state and local revenues 
to economic growth, and 

4, the difficulties in assuring equitable administration 
of the property tax. 

Possible solutions to these problems will be discussed in the 
following chapter. 
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CHA.PTER 3 



ACHIEVING A HEAVY-DUTY STATE-LOCAL REVENUE SYSTEM 



Minimizing use of local taxes for schools 

Because the support of elementary and secondary education 
comprises the single largest segir»nt of the combined state and 
local governmental budget, the financing of education shapes the 
entire state-local fiscal picture. In Chapter 2 we attributed 
part of the weakness in existing state-local revenue systems to 
che lack of balance between fiscal and functional responsiblllticis 
at the local, level. ^ 

Local revenue sources are best suited to finance functions 
whose benefits accrue mainly to chose who are located in the area 
where the revenues are raised. The local tax base is not 
appropriate for financing a major governmental responsibility 
of widespread public benefit, such as elementary and secondary 
education. A local tax is also incapable of equalizing educational 
opportunity for children in rich and poor localities. It is 
therefore fundamental to the achievement of a heavy-duty state- 
local revenue system that .the states minimize the dependence of 
the public schools on the local property tax or ocher local taxes. 

Our recommendation does not imply that the states should 
finance schools at the current average expenditure level. Hie 
appropriate level of funding might be greater or less than it is 
at present, but that is an issue separate from the one considered 
here. 

Increased state responsibility for school support 

In' the United States as a whole in the 1969 fiscal year, local 
revenue sources contributed 50,5 percent of total public spending 

^See !pp. 2-25 to 2-26. 

• I 




for education other than higher education 



State sources contributed 



40.9 percent, and Federal aid contributed the remaining 8.6 percent. 

There Is considerable variation a»ng States, however. In the division 
of financial responsibility between State and local governnents, as 
can be seen In Table 3-1. State support of schools ranged from 84.1 
percent of school spending in Hawaii to 9.6 percent In New Hampshire. _ 
State and local taxes and Federal aid are not the only sources 
of school financing. A portion of local revenues and a much smaller 
portion of State revenues for schools come from service charges for 
school lunches, tuition, and other Items. Deduction of local charges 
from the amount of school expenditures financed locally provides some 
indication of the amount of school financing provided by the local pro- 
perty tax. Table 3-1 reveals that for the nation as a whole, property 
taxes financed less than half (45.4 percent) of total school spending in 
1969. In Alabama, Delaware, Florida, Hawaii, Mississippi, New Mexico, 
and North Carolina, the local property tax provided less than 20 per- 
cent of school expenditures. But in Nebraslca, New Hampshire, New 



Jersey, Oregon, and South Dakota, more than 65 percent of school 
spending was financed by local taxation. Local taxes funded more 
than 50 percent of school spending in 21 States in fiscal 1969. 

Local tax sources provided approximately $16. di oiilion for school 
support in 1969. The State -by-St ate estimate of the amounc oi ^ocal 
tax support tor schools is shown in Table 3-2. This is the amount 
which must be replaced by revenues from some other source if the 
dependence of public schools on local taxes is to be minimized. 

Included in these expenditures are 
vision of schools and colleges. State tuition^grants ,^fellowships , 

to priva]te schools, and educational programs for the handicappe , 

adults, Veterans, and other special classes. 



The revenue from local charges for schools was $1.8 billion 
in 1969, as shown in Table 3-2. These charges are the amounts 
received for school lunches, tuition, books, tickets to athletic 
events, and other commodities and services benefiting the person 
charged — the revenue of the enterprise or business-type activities 
of school systems. Ideally they should exactly balance the costs 
of such activities. In the interests of decentralization, it would 
seem desirable to keep such activities and. their financing at the 
local level. Some of these charges, however, such as tuition and 
book fees, would not seem to be consistent with the provision of a 
free public education for all children. It might therefore be 
desirable to replace these charges with additional tax revenue. 

In this case the amount of local revenue to be replaced would 
be slightly more than the $16.2 billion of local t^ revenues for 
schools in 1969, 

One method of phasing out the use of local taxes for schools is 
for States to assume greater financial responsibilities for school 
support. Indeed, the shift of financial responsibility for schools 
away from the local property tax to State revenue sources presents 
a unique "strategic opportunity. State takeover of school finances 
implies emphasis on State imposed and administered taxes. The shift 
to broadly-based State levies has the potential to; 

(1) improve the distribution of the benefits and 
burdens of supporting both schools and other 
domestic governmental services; 

( 2 ) reduce the debilitating effects on local government 
of tax and expenditure competition for people and 
industry based on the provision and support of local 
schools through the local property tax; 

(3) dampen the role of the fiscal system in determining 
the organization of local government into rich and 
poor communities ipciuding residential and industrial 
tax havens . 






TA.BLE 3-1 

PERCENTAGE DISTRIBUTION OF EDUCATIONAL EXPENDITURES (OTHER THAN HIGHER EDUCATION) BY 
GOVERNMENTAL SOURCE AND TYPE OF FINANCING, FISCAL YEAR 1969 







State 


school 




Loral scSiool expenditure 










expenditure 




from own 


funds 




Federal 


States 


Total 


from own funds 






Charges 


expenditure 


Total' 


Taxes and 
borrowing* 


Total 


Taxes and 
borrowing 


School lunch 
sales 


All 

other 


aid for 
schools 


UNITED STATES, TOTAL 


100.0 


40.9 


40.8 


50.6 


45.4 


3.6 


1.5 


8.6 


ALABAMA 


100.0 


53.3 


52.3 


28.7 


15.6 


6.7 


6.5 


18.0 


ALASKA 


100.0 


41.6 


41.6 


28.8 


26.0 


2.1 


0.7 


29.7 


ARIZONA 


100.0 


52.6 


52.5 


36.1 


30.5 


3.8 


1.8 


11.3 


ARKANSAS 


100.0 


43.9 


43.9 


36.8 


28.3 


5.5 


3.0 


19.3 


CALIFORNIA 


100.0 


36.5 


36.5 


55.3 


51.2 


3.3 


0.8 


8.2 


COLORADO 


100.0 


26.9 


26.9 


63.9 


58.3 


3.8 


1.8 


9.2 


CONNECTICUT 


100.0 


31.0 • 


31.0 


63.9 


60.6 


2.5 


0.8 


5.2 


DELAWARE 


100.0 


70.4 


70.3 


22.4 


18.3 


3.6 


0.6 


7.1 


DtST. OF COLUMBIA 


100.0 


— 


— 


93.4 


90.6 


2.2 


0.5 


6.6 


FLORIDA 


100.0 


63.2 


63.2 


27.2 


18.6 


5.1 


3.5 


9.7 


GEORGIA 


100.0 


51.5 


51.4 


35.1 


27.3 


5.6 


2.2 


13.5 


HAWAII 


100.0 


84.1 


78.6 


- 


— 


- 


— 


16.4 


IDAHO 


100.0 


37.8 


37.6 


51.6 


46.0 


4.3 


1.4 


10.6 


ILLINOIS 


100.0 


28.4 


28.4 


65.6 


60.3 


3.2 


2.1 


5.9 


INDIANA 


100.0 


35.6 


35.5 


59.5 


52.3 


4.7 


2.5 


5.0 


IOWA 


100,0 


41.6 


41.6 


51.1 


44.2 


4.1 


2.9 


7.3 


KANSAS 


100.0 


31.4 


31.3 


60.2 


52.5 


4.7 


3.0 


8.4 


KENTUCKY 


100.0 


48.6 


48.0 


34.8 


27.0 


5.2 


2.6 


16.6 


LOUISIANA 


100.0 


52.4 


52.4 


33.4 


28.9 


3.9 


0.6 


14.2 


MAINE 


100.0 


33.9 


33.3 


56.5 


53.6 


2.0 


0.8 


9.6 


MARYLAND 


100.0 


30.8 


39.7 


62.3 


57.9 


3.6 


0.8 


7.0 


MASSACHUSETTS 


100.0 


24.4 


24.1 


. 68.4 


64.6 


2.9 


0.9 


7.2 


MICHIGAN 


100.0 


43.0 


43.0 


51 .3 


46.9 


2.6 


1.3 


5.6 


MINNESOTA 


100.0 


34.0 


34.0 


59.0 


54.8 


3.1 


1.1 


7.1 


MISSISSIPPI 


100.0 


57.1 


57.1 


21.0 


13.2 


6.2 


1.7 


21.8 


MISSOURI 


100.0 


33.4 


33.4 


58.0 


50.2 


4.8 


3.0 


8.6 


MONTANA 


100.0 


31.7 


31.6 


58.0 


54.4 


2.5 


1.1 


10.3 


NEBRASKA 


100.0 


17.4 


17.1 


74.2 


66.4 


4.7 


3.1 


8.5 


NEVADA 


100.0 


50.3 


50.1 


41.7 


38.1 


2.9 


0.7 


8a0 


NEW HAMPSHIRE 


100.0 


9.6 


9.6 


80.7 


76.1 


3.2 


1.3 


9.6 


NEW JERSEY 


100.0 


24.3 


24.3 


69.5 


66.1 


2.3 


1.1 


6.1 


NEW MEXICO 


100.0 


63.3 


63.1 


19.6 


13.5 


3,8 


2.3 


17.1 


NEW YORK 


100.0 


54.6 


54.4 


40.2 


38.1 


1.7 


0.3 


5.2 


NORTH CAROLINA 


100.0 


64.6 


64.1 


20.5 


10.8 


7.2 


2.5 


14.9 


NORTH DAKOTA 


100.0 


30.4 


30.2 


57.4 


51.2 


3.6 


2.6 


12.3 


OHIO 


100,0 


25.4 


25.4 


68.0 


62.5 


4.6 


1.0 


6.5 


OKLAHOMA 


100.0 


37.1 


37.1 


45.4 


37.9 


4.8 


2.7 


17.5 


OREGON 


100,0 


21.9 


21.8 


71.6 


67.4 


3.3 


0.9 


6.6 


PENNSYLVANIA 


100.0 


46.6 


46.6 


46.3 


4V.3 


3.4 


1.6 


7.0 


RHODE ISLAND 


100.0 


46.2 


44.4 


45.2 


43.5 


0.8 


0.9 


8.6 


SOUTH CAROLINA 


100.0 


52.6 


52.3 


30.8 


23.9 


5.4 


1.4 


16.6 


SOUTH DAKOTA 


100.0 


11.8 


11.8 


77.4 


70.7 


3.7 


3.0 


10.8 


TENNESSEE 


100.0 


41.9 


41.8 


44.6 


37.9 


6.1 


0.7 


13.5 


TEXAS 


100.0 


39.7 


39.6 


49.0 


41.2 


5.5 


2.3 


11.3 


UTAH 


100.0 


48.6 


48.5 


43.6 


38.9 


3.9 


0.8 


7.7 


VERMONT 


100.0 


45.2 


45.2 


46.6 


44.5 


1.3 


0.8 


8.0 


VIRGINIA 


100.0 


44.6 


44.1 


42.1 


37.2 


3.4 


1.5 


13.4 


WASHINGTON 


100.0 


51.0 


51.0 


42.3 


38.3 


3.0 


0.9 


6.7 


WEST VIRGINIA 


100.0 


48.5 


48.5 


34.6 


29.3 


3.5 


1.9 


16.8 


WISCONSIN 


100.0 


26.6 


26.5 


67.0 


63.3 


2.5 


1.1 


6.4 


WYOMING 


100.0 


35.7 


35.7 


55.8 


50.6 


3.2 


2.1 


8.4 



Note: Detail will not necessarily add to total due to rounding. 

' Includes $50 million from charges, which provide less than 1% of Stete school expenditure except in the States of Alabema (1%I: 
Hawaii 15.5%); and Rhode island (1.8%). 

SOURCE; ACIR staff computations based on U.S. Census data. 
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TABLE 3-2.— 



EDUCATIONAL EXPENOITURES (OTHER THAN HIGHER EOUCATION) BY GOVERNMENTAL SOURCE 
AND TYPE OF FINANCING. FISCAL VIeAR 1969 
(In Millions of Oolltrs) 



*Less than $50,000 

I FigurM do not add to total dut to rounding. 



SOURCE; ACIR staff computations bastd on U.S. Cansus data. 
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States 


Total 

school 

expenditures 


Federal 


Slate school expenditures 
from own sources 


Local school expenditures 
from own sources 


aid for 
schools 


Total 


Taxes and 
borrowing 


Charp.es 


Total 


Taxes and 


Charges 


borrowing 


Total « 


School lunch sales 


Other 


UNITED STATES, TOTAL 


35.686.9 


3.083.2 


14,599.6 


14,549.5 


50.0 


18,044.1 


16,215.1 


1329.0 


1,284.0 


545.0 


ALABAMA 


449.8 


SOS 


239.6 


235.4 


4.2 • 


129.3 


70.0 


59.3 


30.2 


29.1 


ALASKA 


75.7 


22.5 


31.5 


31.5 


• 


21.8 


19.7 


2.1 


1.6 


0.5 


ARIZONA 


330.2 


37.4 


173.7 


173.5 


0.2 


119.1 


100.8 


18.3 


12.5 


5.8 


ARKANSAS 


239.4 


46.2 


105.2 


105.0 


0.2 


88.1 


67.8 


20.3 


13.1 


7.2 


CALIFORNIA 


3.968.6 


325.2 


1,448.8 


1,446.8 


2.0 


2,194.6 


2,033.0 


161.6 


129.0 


32.6 


COLORADO 


381.1 


34.9 


102.7 


102.7 


• 


243.6 . 


222.3 


21.3 


14.5 


6.8 


CONNECTICUT 


548.9 


28.3 


170.0 


170.0 




350.6 


332.7 


17.9 


13.7 


4.2 


DELAWARE 


123.5 


8.8 


87.0 


86.8 


0.2 


27.7 


22.6 


5.1 


4.4 


.7 


DIST.OF COLUMBIA 


156.1 


10.3 


— 


- 


- 


145.8 


141.5 


4.3 


3.5 


.8 


FLORIDA 


1.060.1 


102.5 


669.8 


669.8 


0.3 


287.9 


19,7.3 


90.6 


53.8 


36.8 


GEORGIA 


699.5 


94.1 


3G0.1 


359.3 


0.8 


245.2 


190.7 


54.5 


39.1 


15.4 


HAWAII 


136.8 


22.4 


115.0 


107.5 


7.5 


(*0.5) 


(.0.5) 








IDAHO 


•102.7 


10.9 


38.8 


38.6 


0.2 


53.0 


47.2 


5.8 


4.4 


1.4 


ILLINOIS 


1.839.0 


109.4 


522.8 


522.7 


0.1 


1,206.9 


1,1084 


98.5 


59.4 


39.1 


INDIANA 


867.1 


43.1 


308.3 


308.0 


0.3 


515.6 


453.5 


62.1 


40.4 


21.7 


IOWA 


557.8 


40.5 


232.1 


232.1 


• 


285.3 


246.7 


38.6 


22.6 


16.0 


KANSAS 


373.3 


31.2 


117.1 


117.0 


0.1 


224.9 


195.9 


29.0 


17.7 


11.3 


KENTUCKY 


441.9 


73.4 


214.6 


211.9 


2.7 


153.9 


119.4 


34.5 


22.8 


11.7 


LOUISIANA 


555.8 


79.0 


291.0 


291.0 


• 


185.8 


160.8 


25.0 


21.7 


3.3 


MAINE 


142.2 


13.7 


48.2 


47.3 


0.9 


80.3 


76.2 


4.1 


2.9 


1.2 


MARYLAND 


782.0 


54.5 


240.5 


240.3 


0.2 


486.9 


452.8 


34.1 


27.8 


6.3 


MASSACHUSETTS 


871.9 


62.7 


212.6 


209.9 


2.7 


596.6 


563.3 


33.3 


25,2 


8.1 


MICHIGAN 


1.829.2 


103.2 


787.2 


787.0 


0.2 


938.8 


858.2 


80.6 


47.1 


33.5 


MINNESOTA 


799.3 


56.4 


271.6 


271.4 


0.2 


471.4 


438.0 


33.4 


24.6 


8.8 


MISSISSIPPI 


285.9 


62.4 


163.3 


163.2 


0.1 


60.1 


37.6 


22.5 


17.7 


4.8 


MISSOURI 


725.4 


62.5 


242.0 


242.0 


-0- 


420.9 


364.0 


56.9 


34.3 


22.1 


MONTANA 


118.7 


12.2 


37.6 


37.5 


0.1 


68.9 


64.6 


4.3 


3.0 


1.3 


NEBRASKA 


2602 


22.0 


45.2 


44.4 


0.8 


193.1 


172.0 


20.3 


12.2 


8.1 


NEVADA 


88.5 


7.1 


44.5 


44.3 


0.2 


36.9 


33.7 


3.2 


2.6 


.6 


NEW HAMPSHIRE 


98.5 


9.5 


9.5 


9.5 


-0- 


79. !3 


75.0 


4.5 


3.2 


1.3 


NEW JERSEY 


1.305.7 


79.9 


317.8 


317.6 


0.2 


908.0 


862.9 


45.1 


30.1 


15.0 


NEW MEXICO 


198.6 


33.9 


125.7 


125.4 


0.3 


38.9 


26.8 


12.1 


7.5 


4.6 


NEW YORK 


4.285.6 


221.6 


2,341.9 


2,330.6 


11.3 


1,721.9 


1,633.9 


88.0 


74.6 


13.4 


NORTH CAROLINA 


667.1 


99.4 


431.1 


427.9 


3.2 


136.5 


71.9 


64.6 


48.2 


16.4 


NORTH DAKOTA 


109.6 


13.5 


33.3 


33.1 


0.2 


62.9 


56.1 


6.8 


3.9 


2.9 


OHIO 


1.605.2 


105.0 


407.8 


4074 


0.4 


1,092.2 


1,002.7 


89.5 


74.1 


15.4 


OKLAHOMA 


351.8 


61.5 


130.6 


1305 


0.1 


159.7 


133.2 


26.5 


17.0 


9.5 


OREGON 


416.3 


27.3 


91.2 


90.9 


C.3 


298.0 


280.7 


17.3 


13.7 


3.6 


PENNSYLVANIA 


2.180.7 


153.6 


1,017.2 


1,016.9 


0.3 


1,009.8 


900.1 


109.7 


74.5 


35.2 


RHODE ISLAND 


146.5 


12.6 


67.7 


65.0 


2.7 


66.2 


63.7 


2.5 


1.2 


1.3 


SOUTH CAROLINA 


375.8 


62.4 


197.7 


196.7 


1.0 


115.6 


89.0 


25.7 


20.3 


5.4 


SOUTH DAKOTA 


130.1 


14.1 


15.4 


15.3 


0.1 


10U.7 


92.0 


8.7 


4.8 


3.9 


TENNESSEE 


499.1 


67.3 


209.3 


208.5 


0.8 


22 >.5 


189.0 


33.5 


30.2 


3.3 


TEXAS 


1.674.3 


189.2 


664.3 


663.1 


1.2 


820.8 


6903 


130.5 


91.5 


39.0 


UTAH 


211.9 


16.4 


103.0 


102.7 


0.3 


92.4 


82.5 


9.9 


8.2 


1.7 


VERMONT 


71.4 


5.7 


32.3 


32.3 


• 


33.3 


31.8 


1.5 


0.9 


.6 


VIRGINIA 


741.3 


99.1 


3304 


327.2 


3.2 


311.8 


275.5 


36.3 


25.1 


11.2 


WASHINGTON 


700.8 


47.3 


357.2 


357.2 


• 


296.3 


2685 


27.8 


21.3 


6.5 


WEST VIRGINIA 


2483 


41.9 


120.8 


120.7 


0.1 


86.2 


72 j9 


13.3 


8.7 


4.6 


WISCONSIN 


785.3 


60.6 


208.8 


2084 


0.4 


525.9 


4975 


283 


19.9 


9.0 


WYOMING 


713 


6.0 


25.6 


25.6 


-0- 


40.1 


363 


33 


2.3 


1.5 



MM 



Moreover, the State has better revenue sources available to it 
than do local, general governments and local school districts. State 
sales and income taxes are more responsive to changes in the economy 
than the property tax, which is the major source of local revenue 
authorized for the use of local governments by the {^tate government. 

Furthermore, the State has distinct tax administrative advantages 
compared to local governments. A State encompasses population and 
economic activity within an area large enough to obtain economies of 
scale in' tax administration. Locally imposed taxes, particularly in 
urban areas where many independent units of government may exist side- 
by-side and may overlay one another, entail high administrative costs. 
Diversity. Broad Base, and Elasticity in State Taxes 

At least three practical considerations are gaining dominance 
in shaping State tax policy— use of a diversity of tax sources, in- 
creased emphasis on broadening the tax base, and increased reliance 
bn economically responsive revenue measures. 

Throughout the history of governmental finance some public 
finance theorists and private citizens have championed one form of 
tax or another as the most equitable way to distribute the cost of 
governmental services. But those who take the "single tax" approach 
have never mustered sufficient support to arxomplish their goal. Thus, 
at the present time, 36 States levy both broad-based sales and personal 
income taxes as the foundation of their tax system. 






ERIC I 



Tax policymakers opt for a diversity of revenue sources on very 
practical grounds. State legislators, by and , large, have come to agree 
that the task of income redistribution by means of steeply progressive 
taxes can be most effectively pursued by the government with the broad- 
est jurisdictional reach— the National Government, ^ose concerned with 
providing satisfactory levels of education, health, and welfare benefits 
to the poor have realized that the lack of these services may be more 
regressive than financing such services with a proportional or even 
somewhat regressive tax structure. Moreover, States have shown a 
genius for developing practical measures such as the outright exemption 
of food, or the provision of special income tax credits or cash rebates 
to minimize the regressivity of the retail salea t^. 

The realities of interstate tax competition have also tended to 
encourage the diversification of the tax structure. The mobility of 
persons and capital and the widespread interest in maintaining a favora- 
ble tax climate for business have tarnished the luster of progressive 
income tax proposals. States have moderated tax rates and searched 
out other sources of tax revenue in order to remain cbnqpetitive with ■ 

their neighbors. 
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Furthermore, a diversity of taxes permits keeping rates at 
a moderate level. Low or moderate rates cause less distortion in 



efficiency. Moderate rates also generate less incentive to avoid 
or evade tax payment. 

Regardless of the tax mix chosen, broadening the base of the 
taxes used may do much to increase the equity, economic efficiency, 
and ease of administration of the tax structure. Broadening the base 
tends to promote horizontal equity, the equal treatment of equals. 

By extending the tax to as many items. as possible, it also tends to 
reduce the distortion of individual decision-making, induced by all 
taxes. In many cases, expanding the base of the tax also eliminates 
the need for fine distinctions between taxable and non-taxable items, 
thereby reducing compliance costs and costs of administration. 

On the whole, most State income taxes are fairly broad-based. 

There are considerable variations among States, of course, and there 
are several categories of money income and imputed income which escape 
taxation in all States. But in most cases it would be extremely diffi- 
cult to expand the base of the income tax. 

As with other taxes, the general retail sales tax is not defined 
uniformly from State to State. All States with this tax impose it 
on most sales of retail stores, but here the similarity ends. Some 
States tax certain consumer services— admissions, restaurant meals, 
lodging, telephone and telegraph, gas and electricity, water, trans- 



V 

private sector decisions and therefore less redqction in economic 
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portatlon, rentals, and repairs. Some States tax industrial equip- 
ment, while others exempt it if it is directly used in the produc- 
tion of manufactured goods. Some States exempt food and clothing, 
while others tax one or both. 

The broadness of the sales tax base has an important effect on 
the amount of revenue the tax produces. Table 3-3 shows the ratio of 
actual sales tax base to a national average tax base in each of the 
sales tax States for 1967. Ignoring the States with a multi-stage tax, 
the most comprehensive sales tax base was two or three times as large as 
the least inclusive. A State burdened with a narrow base must impose a 
very high rate if it wishes to rely very heavily on the general sales tax. 
Indeed, for the States with a very narrow base, broadening the base re- 
presents an untapped source of considerable additional revenues. New 
Jersey, for example, could have doubled its sales tax revenue without 
any increase in tax rate by extending its tax base to cover the same 
items as were taxable in Michigan. 

The number of items covered by the sales tax also has a substantial 
impact on how the burden of -the tax is distributed. Since low income 
people spend. a greater fraction of their income than do high income 
persons, a tax on all consumer purchases would be regressive. Ex- 
cluding services from the tax base makes the sales tax even more re- 
gressive, since purchases of services become increasingly more im- 
port£mt as one moves up the. income scale. Exemption of food makes 
the sales tax nearly proportional, although only at the loss of sub- 
stantial revenue. The sales tax credit accomplishes the same end 
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at much lower cost by returning a fixed sum to each person, 
regardless of income. 

A third important consideration relating to state tax 
policy is the elasticity of the tax structure. The need for a 
state tax structure with an elasticity in the range of 1.0 to 
1.2 has already been discussed extensively in Chapter 2,^ Since 
the personal income tax is a high elasticity tax, increased use 
of this tax source will increase the overall tax system elasticity,*^ 
which means bringing it closer to the acceptable range, 

A strong personal income tax in a balanced system 

In designing a state tax system sufficient to finance 
the major portion of school costs, careful consideration must be 
given to providing a diversity of tax sources, utilizing broad- 
based taxes, -and increasing the elasticity of the current inelastic 
state-local tax structure. The overriding fiscal need of state 
and local governments is a tax system with a strong revenue 
growth potential that stems from use of both broad-based personal 
Income and general sales taxes. In order to displace the local 
property tax as the major source of school funds and to equip 
the states with a high-quality revenue system, the states should 
initiate or intensity their use of the personal income tax. 

States which make heavy use of the income tax have found it 
superior to other revenue sources in terms of productivity, 
elasticity, equity, and ease of administration. While three 
of these criteria are reasonably objective, the question of 
equity is very mjich a subjective matter. The arguments in this 
chapter are based on a view that income is the most appropriate 
measure of the ability .to pay taxes, and that a moderate degree 

of progressivity in the tax structure is further desirable. 

\ 

■ — " ■ ■ ; ■ — — 

^See pp. 2-50 to 2-51. 
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TAKLH 3-3 — RBLATIVE BASES AND RATES OF STATE GENERAL SALES TAXES 



Hawaii 

New Mexico 

Louisiana 

Mississippi 

Washington 

Arizona 

Georgia 

Utah 

South Carolina 
Iowa 

Michigan 

Tennessee 

Wyoming 

Arkansas 

Kans as 

Kentucky 

Missouri 

Alabama 

California 

Illinois 

Indiana 

New York 

North Carolina 

Oklahoma 

Maine 

South Dakota 
Colorado 
Florida 
Idaho 

Rhode Island 

West Virginia 

Connecticut 

Nevada 

Virginia 

Maryland 

Texas 

Ohio 

Pennsylvania 
New Jersey 
Wisconsin 
Massachusetts 



Ratio of 


Exhibit: 


Exhibit: 


Actual Base 


Nominal Rate 


Nominal Rate 


> Standard Base 


(Percent) as of 


. (Percent) as 


FY 1967 


Jan. 1, 1967 


of Jan. 1, 197' 


2.64 *//+0 


4.0 


4.0 


1.90 *//+0 


3.0 


4.0 


1.74 +0 


2.0 


3.0 


1.74 *//+0 


3.5 


5.0 


1.70 +0 


4.2 


4.5 


1.57 *//+0 


3.0 


3.0 


1.54 //0 


3.0 


3.0 


l'.54 //+0 


3.0 


4.0 


1.44 0 


3.0 


4.0 


1.40 //+0 


2.0 


3.0 


1.40 0 


4.0 


4.0 


1.40 +0 


3.0 


3.0 


1.40 //+0 


2.5 


3.0 


1.34 //+0 


3.0 


3.0 


1.34 //+0 


3.0 


3.0 


1.30 #0 


3.0 


5.0 


1.30 //+0 


3.0 


3.0 


1.24 +0 


4.0 


4.0 


1.29 + 


3.0 


4.0 


1.20 +0 


3.5 


4.0 


1.20 0 


2.0 


2.0 


1.20 


2.0 


3.0 


1.20 +0 


3.0 


3.0 


1.20 .0 


2.0 


2.0 


1.17 + 


4.0 


.5.0 


1.14 //+0 


3.0 


4.0 


1.10 +0 


3.0 


3.0. 


1.10 + 


3.0 


4.0 


1.10 0 


3.0 


3.0 


1.07 + 


4.0 


5.0 


1.07 0 


3.0 


3.0 


1.00 


3.5 


5.0 


1.00 +0 


2.0 


3.0 


.97 0 


2.0 


3.0 


.94 


3.0 


4.0 


.90 + 


2.0 


3.25 


..87 


3.0 


4.0 


.87 


5.0 


6.0 


.70 


3.0 


5.0 


.60 + 


3.0 


4.0 


.57 


3.0 


3.0 



* Multi-stage or gross income tax. 
if Six out of seven major services taxed as of 
+ Manufacturing equipment taxed at full rate 
0 Food taxed 



January 1, 1967 



Source; ACIR staff calculations based on Census Bureau and 
Commerce Clearing House data 
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Business Taxation 

To some, business firms offer a highly visible, impersonal means 

for raising revenues. Businessmen, naturally, feel that higher taxes 

threaten their conq>etitive position and their ability to continue 

profitable operations in their present locations. In general, it 

seems fair to say that there is no consensus on the types, variety 
* 

or amounts that business firms should pay to State and local govern- 
ments. Public ofticials therefore have no hard-based economic rationale 
to rely on in setting their policies-they must take a pragmatic view 
and attempt to strike a balance that assures that business pays its 
"fair share" of taxes but that this share does not force business 

firms to alter their location decisions. 

The current extent of State and local business fixation was 
discussed above In Chapter 2 If Che use of local tares for the 
support of schools is minimized, businesses would be relieved of much 
of their property tax burden. Legislators would then be required to 
make a pragmatic decision on the extent to which corporate income tax \ 
and other statewide business taxes ought to be expanded to replace 
this burden. 

i “ 

1 / 
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A new form of business taxation, the value added tax, has 
recently been suggested as a potential source of state revenues. 

The base for this tax is a firm’s value added, the difference 
between the cost of goods or services sold by the firm and the 
cost of its material inputs, including the cost of capital. 

Value added can also be arrived at by adding all the incomes 
generated by the firm's production— wages and salaries, interest, 
rent, and profits. 

Depending on the nature of the depreciation allowance, 

the value added tax can be shown to correspond to familiar existing 

taxes. If machines are depreciated over their economic lifetime, 

the base of the value added tax will be equal to national income; 

this is known as the income value added tax and is equivalent to 

a proportional income tax. Under the consumption value added 

tax, firm purchases of new capital equipment but not depreciation 

are deductible from sales; the base of the CVA is total consumer 

expenditure, and the tax is equivalent to a consumption tax. 

In the gross product version of the tax, neither depreciation nor 

purchases on capital account are deductible; the base of this tax 

is total gross national product, and the tax is equivalent to a 

1 

sales tax on all final output, 

' The foregoing correspondence relations apply fully only 
to a competitive, self-sufficient economy. For the United States 
as a whole, they are nearly true. But they must be modified to 
apply to a small economy, such as that of an individual state, 
which has extensive commerce beyond its borders . 

In particular, a state value added tax of the income type 
would be equivalent to a proportional tax on all incomes generated 
in the state, whether accruing to residents or outsiders. By 
contrast, a state personal income tax is levied against income 

^William Oakland, "The Theory of the V^lue Added Tax," 
National Tax Journal. June and September, 1967. 



earned by residents of the state and wage income of non-residents. 
And a state corporate income tax falls initially on profit 
income generated within the state. None of th'.se statements, 
of course, implies that these taxes are borne in the final 
analysis by those who bear their initial impact. 

A value added tax was actually in affect in Michiganj, 
under the name of the Business Activities Tax, from 1953 through 
19f>7. Initially the Michigan tax was based on something akin 
to gross product, with deductions allowed for explicit capital 
rental costs. A 1955 amendment allowed depreciation charges to 
be subtracted from the tax base, changing the levy into one 
of the income value added type. In order to ease administration, 
a specific dollar exemption was allowed for each firm, and 
certain types of businesses were exempted completely from the 
tax. In addition, firms were permitted a standard deduction 
of fifty, percent of gross receipts, if itemized cost deductions 
did not equal this amount. These provisions., while destructive 
of the value added concept, succeeded in eliminating a large 
number of returns from small businesses whose payments would 

not justify collection costs. 

Because of- the equivalence between a value added tax and 
an income or sales tax, the tax on value added has no economic 
advantages over the other- levies and shares their defects. From 
a political point of view, however, the value added tax may be 
superior, because it is paid initially by businesses and is not 
iranediately apparent to the public. Substantial use of the VAT 
would reverse the recent trend toward reduced use of business 
taxes in the state- local fiscal system. (Table 2-3) 

Th e property tax as a revenue source 

The property tax is inferior to broad-based sales and 
personal income taxes on grounds of equity, elasticity, and ease 
of administration. Property value is not as good an indicator 
of ability to pay as personal income. Property values do not 
respond to growth in the economy as rapidly as either the general 
sales or personal income tax base. The property tax is developed 
by a process of valuation on the part of assessment personnel who 
must be highly trained if the process is to be accurate. Income 



and sales taxes, in contrast, hasre their respective tax base 
measures established objectively by market forces beyond the 
control of the tax administrator. 

But the property tax also has some unique benefits as a revenue 
source. Real estate cannot be picked up and moved to escape taxation 
To a limited extent the property tax captures for the public sector 
a portion of the unearned increment on land value which society be- 
stows. The tax is a way of getting from business and absentee land- 
lords a contribution in support of local government. Where local 
services supported by the property tax enhance property values the 
tax takes on the aspects of a payment for benefits received— a con- 
cept fully recognized in economic theory. 

Compared to other major revenue- producers , the property taic 
tends to be difficult to administer. But a large part of this 
problem is due not so much to the tax itself as to its application 
on a local basis. Although the trend over the years has been away 
from State use of the property tax, a statewide property tax is 
preferable in many respect s to a local levy. As a result States 
such as Massachusetts are now taking a new interest in using the 
real property tax as a State tax. A State property tax, even as a 
small supplement to the local levies, will give the States a real 
stake in good administration and would probably yield great divi- 
dends in improved equity. 



Until an increased income tax can be fully implemented, a 
statewide property tax might provide a means for reducing the 
dependence of public schools on local taxes. Such an arrangement 
appeals to some economists who are concerned that an abrupt shift 
from property to non-property taxes for school support would 
result in a substantial and unwarranted increase in the value- 
of existing property. The extent of the gains, it any, as well 
as their timing are impossible to predict. A transitional statewide 
property tax, particularly one of uncertain duration, might allow 
time for some adjustment in the real estate market and reduce the 
possibility of unwarranted enrichment of property owners. 

However, the introduction of a statewide uniform property tax 
for general revenue purposes to help support schools would fall 
short of achieving the degree of taxpayer equity, responsiveness 
of the tax system to economic growth and ease of administration 
that heavier reliance on a State personal income tax would produce. 
The statewide uniform property tax would serve poorly as a sub- 
stitute for structural reform of the State-local revenue system. 
Improving Property Tax Administration 

Better property tax administration is desirable in order 
to achieve greater uniformity of assessment and thereby enhance the 
acceptability of the tax. Assessing is a ministerial function, in 
theory at least, which contrasts with the policymaking functions of 
setting the tax rate to determine whether more or less revenue 
will be obtained from the property tax. 
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Improved administration will usually require larger ex- 
penditures, Such item*, as training and certification of assessors, 
annual, reassessment, taxpayer notification, improved appeals 
mechanisms, and strong State supervision will require additional 
funds. In the longer run, however, it seems likely that more 
uniform assessments will make people more content with the 
property tax system and more willing to bear higher tax burdens. 

By all indications the property tax is currently the most 
unpopular of all major taxes. Much of this dislike is probably due 
to the high rates prevailing in many local areas, especially in 
the northeast. But the disparities in assessments certainly win 
the property tax no friends. An intra-area dispersion coefficient 
of fifteen percent is generally considered indicative of good 
assessment practices, but even this means that, under a full-value 
assessment regime, half of all properties will be assessed at less 
than 85 percent or more than 115 percent of their true value. 

What degree of excellence can be achieved by using the latest 
assessment techniques? Ronald Welch, Assistant Executive Secretary 
of the California State Board of Equalization, reports that computer- 
ized assessment of single-family homes has produced dispersion coef fir 
cients of from 2,3 to 4.8 percent, "The poorest of these coefficients," 

■ ■' i/-.= ' 
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he notes, "is less than half the best dispersion coefficient that 

\l 

the nation's most accurate assessors have been able to achieve.— 

With dispersion coefficients this small, ninety percent of all assess- 
ments would be within five to ten percent of market value, and ninety- 
nine percent within seven to fourteen percent of true value. 

For the sake of comparison it must be remembered that the personal 
income tax achieves its seeming exactness in computation only by ex- 
cluding several items of non-market income. The gross value of imputa- 
tions, primarily the rental value of owner- occupied homes, came to ten 

2 / 

percent of personal income in 1970.— The personal income tax also 
places heavy compliance costs on individual taxpayers, while the ex- 
penses of administering the property tax are almost entirely reflected 
in the government budget. 

The conclusion to be drawn is that modern, professional administra* 
tion of the property tax can ‘produce great dividends. While assessment 
of wealth may never be as accurate as measurement of income, the two 
can be brought much closer together. And although people will never 
be happy about paying taxes, good administration should increase availa 
ble taxing capacity. 



—^Ronald B. Welch, "Property Taxation: Policy Potentials and Proba- 

bilities," in Arthur D Lynn (ed.) The Property Tax an d Its Administration. 
Madison: U. of Wisconsin, 1969. 

—^Survey of Current Business . July 1971, p. 41. 
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Whether the property tax is used at the local level, at 
the State level, or at the metropolitan level, the heavy burden 
it imposes on lowrincome taxpayers can be mitigated with the use of 
the circuit-breaker — the ta:^ credit-rebate scheme discussed in 
Chapter 2, (See Table 2-9.) Combined with high-quality administra- 
tion, the use of the circuit-breaker should considerable improve 
public acceptance of the property tax. 

Metropolitan Property Tax 

The use of regional property taxing districts, while incapable of 
•eliminating all disparities within a State, has many of the desirable 
characteristics of a State property tax. At present, there are two 
such regional schemes on the statue books. 

New Jersey’s Hackensack Meadowlands Development Act of 1968 
provides that the value of taxable real estate in the development area 
is to be divided among the Meadowlands communities in proportion to 
their area, irrespective of where the property is located. This 
provision frees the State planners from the need to assure each part 
of the Meadows a share of taxable land uses. In particular, the con- 
centration of conservation and recreation lands in a few communities 
will no longer seem fiscally unattractive to those localities. 

Another move toward regional equalization of tax resources in the 
’’share the growth" bill just passed by the Minnesota legislature. The 
new law guarantees every unit of government in the seven-county 
Minneapolis-St, Paul area a share of the region’s future growth in 
the property tax base, regardless of where in the area it occurs, liTie 
shared portion will consist of forty percent of the net growth of 
commercial-industrial va.luatiqh after 1971, All conununities will 














contribute forty percent of their net grov?th in business property, 
and each will receive back an assigned portion of this growth. Each 
government’s share will be determined by its population, with an extra 

amount for less wealthy communities. 

While the regional taxing approach does not eliminate tax 

competition among regions, it does produce a coincidence of interests 
for communities within a given region. In large part, therefore, 
it eliminates the incentives for fiscal zoning and the barriers to 
governmental consolidation discussed in Chapter 2. Equally important, 
greater uniformity in property tax rates will reduce tax induced 
differences between housing costs within the taxing region. While 
a metropolitan area is not large enough to internalize all the spill- 
overs from education, it is of appropriate size for the performance 
of nany other governmental functions; The main drawback to regional 
financing of education is that it cannot eliminate income disparities 
among different regions. Also, the extent of redistribution possible 
within a given area is severely limited by the potential out-migration 
of high income residents, just as the middle class is leaving the cities 
today. Of course, if the State requires regional financing by law, j 

fleeing the area would not provide an escape. But as long as a legislated | 



regional approach is feasible, there would seem to be little reason not 
to move school finance ail the way up to the State level. 

Tax Rates Required For State Financi ng of Schools 



To get an idea of the dimensions of the tax structure changes re 
quifed to permit th»j shifting of rpsnonsibilitv for major financial 
support of schools ho the >Stete, 
retes required to pennlt States t 
State and local expenditures for 

. t ' 
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local school charges (school lunch sales, tuition, etc.) and Federal 
aid,— ^The dollar amounts required for each State are given in Appendix 
Table 18, The approximate nature of these data should be emphasized. 
Interest expenditures are not included in school expenditures since the 
Census Bureau does not break down interest expenditure according to 
fuiiction. Also, the amount of Federal aid deducted includes some 
$0,4 or $0,5 billion for educational programs other than local schools. 

But these estimates do provide some indication of the revenue required 
for State financing. It should be noted that these figures relate 
exclusively to expenditures for local schools. The costs of State 
educational administration and services, aid to private schools, and 
special programs for the handicapped, adults, veterans, and other 
special classes are not included. Presumably these will continue 
to be financed by the States in addition to the 90% of local school 
costs. 

In the following tables, (3-4, .3-5, 3-6, and 3-7), the first column 
presents actual tax rates in 1969, The State general sales tax rate is the 
rate which was in effect at the end of the 1969 fiscal year. The State per 
sonal income tax rate is expressed as a percentage of adjusted gross income 
in calendar year 1968, as defined for Federal income tax purposes. For 
the total of all other State and local tax revenue, and for State 
corporate income tax, rates are expressed as percentages of each State's 
personal income in calendar year, 1968, The actual dollar amounts of 
State and local tax collections in fiscal 1969 tire given in Appendix 
Table 17, 

i/xhe approach taken here is to investigate the tax changes 

required to raise the specific amount of revenue needed to finance 

the support of schools. This is in contrast with the procedure of 
simply determining the amount of revenue collected with a tax system 
of specified characteristics, without regard to the needs for these 
revenues. For an example of the latter approach, see John Due, 

"Alternative Tax Sources for Education," in R,L, Johns, et^al, (eds,), 

' Economic Factors Affecting t he Financing of Education. , Gainesville, 

Fla,: National Educational Finance Project, 1970, 
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The tax rates required for financing 90% of school costs were 
calculated for four different situations o Case 1 is based on the 
assumption that any additional school costs, which must be shifted 
to the State to reach the 90% figure are financed by State personal 
income and general sales taxes. In accordance with the principle of 
balanced use of these two tax sources, total revenues from the two 
taxes combiiled (including additional school costs) are reallocated 
so that an equal amount is collected from each. In the one case 
where the State is already financing more than 90% of school costs, 
it is assumed that total revenue from State personal income and 
general sales taxes will remain the same, and this amount is 
reallocated equally between the two sources. It should be noted 
that we are assuming in this exercise that total school expenditures, 
and therefore the total of State and local tax revenues, remain 
constant with the State assumption of 90% of school costs. We are 
simply shifting all but 10% of school costs from the local property 
tax to the State income and sales taxes. Therefore total revenue 
from State income and sales taxes will rise. by the amount shifted 
to the State, and the total of all other State and local taxes will 
fall by an equal amount. The dollar amounts of tax revenues under 
these assumptions are given in Appendix Table 18. 

The complexities involved in the decision of how much of the 
tax burden to place on business was discussed above. To provide some 
indication of the results of increasing the corporate income tax proper 
tionately with the personal income tax to finance additional school 

... . 1 , . : ■ ' ■ ■ ■ ■ ‘ ' 

. I ' ' 3-22' 



costs, we have assumed in Case 2 that the corporate income tax is 
increased along with the personal income and general sales taxes 
to maintain a constant ratio between the corporate and the personal 
income taxes. The same dollar amount is shifted from the local 
property tax as in Case 1, but this amount is now divided among 
the State personal income, general sales, and corporate income taxes. 
Appendix Table 19 gives the resulting tax revenues. 

State financing of 90% of school costs imposes sharp increases 
in State revenue requirements in many States, as can be seen in 
Tables 3-4, 3-5, and 3-6, and Appendix Tables 18 and 19. The 
increases would be reduced considerably if the Federal Government 
were to assume the full costs of public welfare programs. Indeed, 
the arguments for shifting the educational function to the State 
level also imply the desirability of making welfare a Federal res- 
ponsibility. In Case 3 it is assumed that the Federal Government 
funds all welfare programs. State personal income, general sales, 
and corporate income taxes are reduced by the amount of State public 
welfare expenditures from own sources (Appendix Table 20), while 
maintaining the same porportional relationship among the three 
taxes as in Case 2. The total of State and local taxes other than 
State personal income and general sales taxes is further reduced 
by the amount of local public welfare expenditures (Appendix Table 20). 
Resulting tax revenues appear in Appendix Table 21. 

The Nixon administration’s general revenue sharing plan would 
also greatly ease the pain of shifting educational financing to the 
State level. In Case 4 we have further reduced general sales. 
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personal income, and corporate income taxes by the amount which pach 
State would receive under the revenue sharing proposal Cas shown- 
in Appendix Table 20) , again maintaining the same proportional 
relationship among taxes aS' in Case 2. We have also reduced 
local taxes by the local share of revenue sharing funds CAppendix 
Table 20). The resulting dollar amounts of tax revenues are given 
in Appendix Table 22, 

Chapter 4 presents a complete discussion of the implications 
of Federal financing of public welfare and Federal revenue sharing 
for school finance and for the improvement of St ate- local tax 



systems. 
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TABLU 3-1.— 

S'CATI; l'lil(<;ONM. INtOMI; lAX KATI-S 
AS PUKCliNT 01' HtDliKAL AUJUSTED CKOSS INCOME IN 1968 



I X/ Average rate for the 35 states with a broad-based personal income tax. 
Source: ACIR staff calculations based on data In Appendix Tables 17 through 22, 



STATES 


Present 

System, 

1969 


Case 1 


Case 2 


Case 3 


Case 4 








UNIT CO STATES, TOTAL 


2.2 y 


3.0 


2.8 


2.5 


2.3 












































_ ALABAMA 


1.2 


^5 


2-^. 


2.0 


l.fi 








ALASKA 


3,4 


_ 2,1 


2.8 


2.4 


2.0 








ARIZONA 


1.3 


3.4 


3.2 


3jJ) 


2.7 








ARKANSAS 


LJ 


2^ 





2.2 


1.9 








CALIFORNIA 


-_LJ 


3^ 





2.7 


2.5 


























COLORADO 


1.9 





L3.S 


3.2 


2.9 








CONNECTICUT 


-- 


2^* 


2.1 


1_8 


1.6 








DELAWARE 


3.7 


2^ 


2.4 _ 


2.1 


1-ft 








I -eifrTrOr COMUMBNU. 


















FLORIDA 


__ 


2.1 


1.8 


1 -7 


1-5 


























S GEORGIA 


1-4 


3.0 


^.7 


2.5 


2-3 








( HAWAII 


—4^1 






4,7 


4 4 








IDAHO 


2.6 


1.2 


3.7 __ 


•3.5 


3,1 








ILLINOIS 


.. 


2.6 


• 2.3 


2.1 


2.0 








INDIANA 


1.3 


3.3 


3.2 


3.1 


2.9 


























IOWA 


1-5 


-JiJL 


3.5 


3.2 


2.9 








KANSAS 


1-3 


3.4 


3.1 


2.8 


7-6 








KENTUCKY 


1^7 




3 7* 


3,n 


7,6 








LOUISIANA 


— Q-^ 


2*j2 


1.7 


1.4 


1.1 








MAINE 




3^ 


7,*; 


7^3 


7 n 


























! MARYLANO 


ZA 


_3,.i 


3.2 


2.9 


2-7 








! MASSACHUSETTS 


_2.6 





3.1 


2.3 


2.1 








..MICHIGAN 


1.5 


■=1-6 


—3^3 


7.8 


2-6 








MN’NESOTA 





^.4 


4.3 


4.1 


3.8 








_MI1SISSIPP| 


Q-6 


3.1 


2.Q 


3.8 


1.5 


























MISSOURI. 


1.0 


_i^Q 


2.9 


2.6 


2-4 








MONTANA 


-2.2 


.. .. 3.0 


^.0 


2.7 


7-5 








NEnnASKA 


— 1.-1 


3.8 


3^6 


3.4 


3-7 








NEVAOA 


— 


2,3 


2.0 


. 1.8 


1 -6 








NEW HAMPSHIRE 


... 


^^2 


_1.S 


1.3 


1-2 


























NEW JERSEY 




2.2 


2^ 


2-0 


1 .8 








NEW MEXICO 


1.0 


2.8 


2.6 


2.3 


1.8 








NEW YORK 


3.5 


3.3 


3.4 


2.8 


2.6 








! Nc TH CAROLINA 


2.3 


2.4 


2.4 


2.3 


2.0 








NORTH OAKOTA 


1.2 


4.0 


3.8 


3.5 


3.1 


























OHIO 


— 


2.4 


2.0 


1.8 


1.7 








i OKLAHOMA 


0.9 1 


2.2 


2.0 • 


1.6 


1.3 








OHECON 


3.8 


4.2 


4.1 


3.9 


3.6 








PENHSYLVAMIA 


— 


2.4 


2.5 


2.2 


2.0 . 








RHOOE ISLANO 




2.3 


2.4 


1.8 


1.6 


























SOUTH CAROLINA 


1.7 


2.9 


2.7 


2.6 


2.3 








SOUTH DAKOTA 


— 


4.4 


3.8 


3.6 


3.3 








TENNESSEE 


-- 


2.3 


2.3 


2.1 • 


1.0 








TEXAS 


— 


1.!) 


1.6 


1.5 


1.3 








UTAH 


2.2 


_Ji.8 


3.7 


3.4 


3.1 


























VERMONT 


3.3 


' 2J) 


_ 2.9 


2.5 


2.1 








VIRGINIA 


-2.4_ 


3.0 


2.9 


2.8 


2.5 








H WASHINGTON 


— 


3.7 


3.2 


2.8 


2.5 








E WEST VIRGINIA 


0.9 


3.4 


3.3 


3.0 


■ 2.6 








^ WISCONSIN 


4.0 


4.3 


4.3 


4.0 


3.7 








K WYOMING 


— 


3.9 


3.3 


3.2 


2.9 
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TABLE 3-5.— 



} 

tTATCt 


Present 
System, 
end of 
fiscal 1969 


STATE GUNHH 
Case 1 


AL SALHS TAX 
Case 2 


: RATES 
Case 3 


Case 4 








UNITfOSTATEV TOTAL 


5 y 


j.\) y 


3.7 i/ 


3.4 y 


5.1 1 " 
















. 




























ALABAMA 


A 


3.2 


2.9 


2.6 


2.2 








AL ASK A 


— 


3.0 


3.1 


2.6 


2.2 








Arizona 


3 


2.8 


2.5 


2.4 


2.2 








ARKANSAS 


3 


'2'.8 


2.4 


■ T.l 


1.9 








CALIFOnNIA 


4 


5.3 


4.7 


3.9 


3.7 


























COLOnADO 


3 


5.1 


4.8 


4.2 


3.9. 








CONNECTICUT 


3.5 


d.6 


4.7 


3.9 


* 3.7 








OELAWARC 




5.6 


6.0 


5.2 


4.5 








•04C-T«-CM^0J-UMB1A> 


















FLORIDA 


4 


2.4 


2.0 


1.9 


1.7 


























CCOROIA 


3 


2.8 


2.5. 


2.4 


2.1 








NAWAil 


4 


3.3 


3.2 


2.9 


2.7 








lOAHO 


3 


4.5 


■ 4.3 


4.0 


3.6 








ILLINOIS 


4.25 


4.2 


3.6 


3.3 


3.1 








INDIANA 


2 


2.6 


2.6 


2.5 


2.3 


























IOWA 


3 


3.7 


3.5 


3.2 


. 3.0 








KANSAS 


3 


4.1 


3.8 


3.5 


3.2 








KENTUCKY 


5 


4.5 


4.1 


3.8 


3.4 








LOUISIANA 


2 


2.0 


1.6 


1.3 


1.0 








MAINE 


5 


•4.8 


4.1 


3.6 


3.3 


























MARYLAND 


4 


10.6 


10.4 


9.3 


8.8 








MASSACHUSETTS 


3 


10.4 


10.1 


7.5 


6.9 








MICHIOAN 


4 


4.7 


4.1 


3.7 


3.4 








MIVNESOTA 


3 


7.3 


7»1 


. 6.7 . 


6.3 








..MISSISSIPPI 


5 


3.1 


1.9 


1.8 


1.5 


























MISSOURI. 


3 


3.6 


3.5 


3.1 


2.9 








MONTANA 


•• 


3.4 


3.3 


3.1 


2.8 








^NEORASKA 


2 


3.7 


3.5 


3.3 


3.1 








NEVADA 


3 


' 2.4 • 


2.0 


1.9 


1.7 








new HAMPSHIRE 


• • 


3.3 


2.8 


2.6 


2.3 


























NEW JERSEY 


3 


5.7 


5.7 


5.1 


4.8 








NEW MEKICO 


3 


2.1 


1.9 


1.6 


1.3 








new YORK 


3 


8.8 


8.9 


7.5 


7.0 








NC TH CAROLINA 


3 


3.1 


3.1 


3.0 


2.6 








NORTH DAKOTA 


3 


4.1 


3.9 


3.6 


3.2 


























OHIO 


4 


4.8 


4.1 


3.7 


3.4 








OKLAHOMA 


2 


2.8 


2.5 


2.0 


1.6 








OREGON 


„„ 


5.5 


5.5 


5.1 


4,8 ' 








PENNSYLVANIA 


6 


5.4 


5.4 


4.8 


4.4 








Rhode islano 


5 


3.3 


4.5 


3.4 


3.0 






-1 




















SOUTH CAROLINA 


4 


4.1 


3.8 


3.7 


3.2 








SOUTH DAKOTA 


3 


5.0 


4.3 


4.1 


3.8 








TENNESSEE 


3 


2.5 


2.5 


2.3 


2.0 






< 


TEXAS 


3 


3.4 


2.9 


2.7 


2.3 








UTAH 


4 


. 5.6 


5.3 


5.0 


4.5 






' 




















VERMONT 


3 


5.2 __ 


_5,3 


4.4 


3,8 








VIRCINIA 


3 


5.5 


5.4 


5.2 


. 4.7 








WASHINGTON 


4.5 


3.1 


2.7 


2.3 


2.1 








WEST VIHOINIA 


3 


2.3 


2.2 


2.0 


1.7 








WISCONSIN 


3 


13.0 


12.9 


12.0 


11.2 








WYOMING 


3 


3.1 


2.6 


2.5 


2.2 



























1/ Median State rate. 

Source: ACIR sta££ calculatlona based on data in Appendix Tables 17 through 22 • 
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TADI.I! 3-6.— 

STATC CORPORATION INCOMU TAX RATES 
AS PERCENT OF STATE PERSONAL INCOME IN 1968 



fTATCi 


Present 

System 

1969 


Case 1 


Case 2 


Case 3 


Case 4 








UMITEO ITaTEI. total 


u.ox u 


U.D.I 


“ 0,80 


0.71 


OS 
















. 




























ALABAUA 


0.35 


0.35 


0.67 


0.59 


0.50 








ALASKA 


0.38 


0.38 


0.31 


0.26 


0.22 








ARIZONA 


0.36 


0.36 


0.85 


0.82 


0.73 








ARKANSAS 


09 


09 


1.08 


0.97 


03 








CALIFONNIA 


0.77 


0.77 


i.‘ti 


1.18 


_ 1.11 


























COLOHADO 


0.47 


0.47 


0.88 


0.79 


0.73 








CONNECTICUT 


0.68 


0.68 


0.63 


0.53 


0.50 








OELAWARC 


0.75 


0.75 


0.48 


0.41 


0.36 








OtSTrOFCO^WItm 


















FLORIDA 




-- 


0.51 


0.49 


0.42 


























CCORCIA 


0.58 


0.58 


1.08 


1.00 


0.90 








HAWAII 


0.51 


0.51 


0.64 


0.58 


0.54 








ioaho 


0.53 


0.53 


• 0.77 


0.72 


0.64 








ILLINOIS 


— 


— 


0.65 


0.59 


0.56 








INOIANA 


0.05 


0.05 


0.13 


0.12 


0.11 


























IOWA 


0.27 


0.27 


0.60 


0.55 


. 0.51 








KANSAS 


0.27 


0.27 


0.64 


0.58 


0.54 








KF.NTUCKV 


0.46 


0.46 


0.8S 


0.81 


0.72 








LOUISIANA 


0.35 


0.35 


1,02 


0.82 


0.63 








MAINE 


-- 




0.71 


0.63 


0.57 


























MARYLAND 


0.39 


0.39 


0.52 


0.47 


0.44 








MASSACHUSETTS 


0.88 


0.88 


1.04 


0.77 


0.71 








MICHIGAN 


0.67 


0.67 


1.42 


1.27 


1.18 








mikncsota 


0.68 


0,68 


0.91 


0.87. 


0.81 








^MISSISSIPPI 


"OS 


o.'^s 


2.26 


2.04 


1.69 


























MISSOURI. 


0.12 


0.12 


0.36 


0.32 


0.29 








MONTANA 


0.40 


0.40 


0.53 


0.49 


0.44 








. NEBRASKA 


0.15 


0.15 


0.49 


0.47 


0.44 








NEVADA 


— 


• -- . 


0.58 


0.55 


0,49 








new HAUPSHIRK 


— 


— ' 


0.42 


0.38 


0.35 


























NEW JERSEY 


0.56 


0.56 


0.61 


D.SS 


0.5? 








NEW MEXICO 


0.19 


0.19 


0.51 


0.44 


0.34 






• 


NEW YORK 


0.81 


0.81 


0.78 


0.66 


0.62 








NL *TH CAROLINA 


0.82 


0.82 


0.86 


0.83 


0.V2 








north DAKOTA 


0.13 


0TT3 


0.4i 


0.40 


“"D73r 


























OHIO 


— 


— 


0.58 


0.52 


0.48 








OKLAHOMA 


0.30 


0.30 


0.69 


0.55 


0.44 








OREGON 


0.56 


0.56 


0.61 


0.57 


0.54 . 








FCNNSYLVANIA 


0.71 


0.71 


0.68 


0.60 


0.56 








RHODE ISLAND 


0.87 


0.87 


0.69 


0.51 


0.46 


























south Carolina 


0.64 


0.64 


0.97 


0.96 


0.83 






1 


south DAKOTA 


0.03 


0.03 


0.91 


0.86 


0.80 








Tr.NNLtSEE 


0.60 


0.60 


0.63 


0.59 


0.52 








TEXAS 


— 




0.44 


0.40 


0.30 








UTAH 


—0^37 


0.37 


0.63 


0.59 


0.53 


























VERMONT 


0.43 


0.43 


0f38 


0.32 


0.28 . 








VIRCIIllA 


0.48 


0.48 


0.58 


0.56 


. 0.51- 








WASHINOTON 




-- 


0.80 


0.78 


0.7P 






! 


WEST VIHOINIA 


0.09 


0.07 


0.34 


0.31 


0.27 






1 


wrSCONSIN 


0.71 


0.71 


0.77 


0.72 


0.67 






1 

1 


WYOMINO 


-- 


-- 


0.87 


0.84 


0.75 






1 



1/ Average rate for tho 40 states with a corporation incoao tax. 



Source! ACIK aUff calculations based on daU In Appendix Tables 17 through 22. 
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TABLE 3-7.— 

TOTAL OF STATE AND LOCAL TAX RUVENUES OTHER THAN STATE PERSONAL 
INCOWi TAX AND GENERAL SALES TAX AS PEtlCENT OF STATE PERSONAL INCO^^E IN 1968 



U NITED S T ATES. TOTAL 



ALASKA 



CALirORMIA 



COMMCCTICUT 



IMV T p D F 



ILLIhOU 

INDIANA 



KCMTUCKV 

LOUHIAMA 



MASSACMUStTTI 



MIC MICAM 



NEW MAMPIHIWt 



NEW VORK 



JK TM C AROLINA 
NORTH DAKOTA 



^CMMiVLVAMIA 



RMOOC ISLAND 



SOUTH CAROLINA 



south DAKOTA 



TtHHCSUS 



TfKAS 



Vf RMONT 
VinCIHIA 



hashinoton 



itCST VI RGINIA 
NISC^SIN 
WVOHMQ 



Present 

System^ 

1969 



8.3 



6.3 



7.S 



9.0 



6.5 



10.1 



8.6 



6.9 



7.8 



6.3 



5.8 

8.5 



7.1 



6.8 



8.5 



7.8 

-AlL 



9.3 



_Li_ 



7.6 



8.9 



8.0 

j2l 



6.S 



10.4 



9.S 



JLA. 



8.2 



10.3 



6.4 



_9^ 






8.3 

8^ 



7.8 



_8J_ 



6.0 



JOjuS- 

7.6 



JUL 



10.3 



JLJL 



JLl. 



6.S 



JUL 



10.2 



Case 1 



6.4 



5.7 



6J_ 

“7.5 

5.r 



7.9 



5.8 



5.7 



6.2 



7.2 



5.3 



5.8_ 



AJ- 



5.0 



4.6 



6.2 



5.7 



5.3 



8.1 



•6.0 



4.9 



Case 2 



6.7 



6.1 



6.1 

8.0 

JjH 

8.5 



6.2 



5.6 



AJL. 

~7~?r 



AA- 



6.0 



AA_ 

5.6 



4.7 



6.6 



6.C 



5.7 



8.8 



AA- 



s.o 



6.6 



5.8 



5.4 



7.4 



AA_ 



7.7 



5.7 



JA- 

6‘.5 



AA. 



7.8 

TX 



6.2 

6«5~ 



AA- 



6.8 



5.1 



6.0 



6.8 



AA 



6.1 



AJ- 

AA. 






8.3 



aa_ 



5,3 



JtJL 



6.7 

6.6 



S.6 



8.9 



4.8 

7.9 



6.0 

8.6 



6.9 



AA_ 

8*i_ 

8,5 



6.2 



XT 



5.4 



JLA_ 

AA. 



6.0 



6.6 



5.4 



7.0 






JuZ- 



AA_ 



AA- 






6.3 



AJ_ 



Case 3 



6.4 



6.0 



6.0 



7.9 

X8” 



Case 4 



XT 



5.5 



~S.T 



TX 



7.9 



5.9 



5.5 



5.8 



7.6 



5.6 



5.9 



6.4 



5.6 



4.5 



6.2 



6.0 

5.6 



8.5 



6.5 



4.9 



5,5 



XT 



5.1 

XT 



4.7 



7 .4 

6.0 



8.2 



6.5 



AA. 



8.1 

XT 



6.1 

XT 



5.2 



JJL 



4.9 



5.8 



6.4 



5,3 



AA- 

6.0 



AA- 






AA_ 



6.2 

5.5 



AA- 



7,7 



X3“ 

XT' 



5.4 



5.2 



5.6 



7.1 



5.1 



5.6 



5.9 



5.3 



4.2 



5,8 



5.6 

5.2 



8.0 

XT 



4.5 



5.1 



XT 



4,7 

XT 



4.3 



XT 



5.5 

7.8 



6.1 



6-3 



7.6 



XT 



5.7 






4.8 



6.6 



4.5 



5,4 



6,1 



4.9 



6,3 






A.2. 

AA- 



7.6 



AxL 



AA_ 



^1 



5.2 



7,1 



Sourcos ACIR Btnft calculntlont based on data In Appendix Tablci 17 through 22, 
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Chapter A 



A HIGH QUALITY STATE-LOCAL 
REVENUE SYSTEM— THE PROSPECTS FOR ADOPTION 



In the preceding chapter we set forth the characteristics of a 
high-quality State-local revenue system. The two most critical 
features of that system are: 

1. Balanced State use of both the personal Income 
tax and general retail sales levy; 

2. State revenue system productive enough to finance 
most of the cost of elementary and secondary pub- 
lic education. 

At the present time, only two States— Hawaii and North Carolina— 
score high marks on both of these major tests. 

In this chapter, we take the analysis to Its policy conclusion— 
is it reasonable to assume that most of the other State legislative 
bodies will move forward to meet these two tests within a reasonable 
period of tlm^r- say, five years ? 

In order to answer this question It Is necessary to examine both 
the Internal and external factors working for and against the creation 
of such a revenue and financing system. This distinction Is important 
because it permits us to weigh the relative contribution that the in- 
ternal policy makers (the governors and the State legislators) and the 
external policy makers (the Judges and the Congress) could make to the 
resolution of this question. 

Prospects for Reform From Within the System 

There are two internal forces that are pushing State policy makers 
in the general direction of major tax reform. 
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First, there Is the unrelentlne pressure provid ed by growing ex 



pendlture demands— »a factor that is fo rcing State legislators to create 
a strong dual income and sales tax system. A measure of the pressure 
on State governments can be seen in the major reconraendations in 
governors' budget messages over the last three years (see Table 4-1). 

One of the most dramatic effects of this expenditure demand is 
to be found in the gradual State development of the dual income and 
sales tax system. In 1960, 19 States imposed both the State personal 
iricome tax and a general retail sales levy. Now the number of dual 
tax systems sitands at 36. 

. The powerful effect of increased expenditure demand is also re- 
flected in the fact that the claims of our Federal-State-local 
system on the gross national product have increased substantially since 
World War II- -rising from 25 per cent of GNP in 1946 to alnmst 33 per 
cent by 1971. While the Federal claim has remained fairly level, 
State-local expenditures as a percent of GNP rose from 6.2 per cent 

in 1946 to 12.7 per cent in 1969. 

This constant increase in taxes in general and in State-local 
taxes in particular has created its countervailing f orce— there is_ 
increasing discussion of a "taxpayers revolt. '* In April 1971, 

Lou Harris reported that 64 percent of the American people felt 
that "taxes have reached the breaking point"— up from 60 percent 
in the previous year and 54 percent in 1969 



-'Louis Harris* "The Harris Survey*" The Washington Post , 
April 18, 1971, p. G4. 
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TABLE 4-1 



MAJOR 

State 

Arkansas 

Connecticut 

Delaware 

Florida 

Georgia 

Indiana 



lowa- 

Kansas 

Maine 



RECOMMENDATIONS IN GOVERNORS* BUDGET MESSAGES. 1968-19 71 
Year Recommendations 



1971 Broaden sales tax base to include various 
services and cigarettes. 

1969 Broaden sales tax base; adopt 2% tax on 

interest, dividend, and capital gains income. 

1971 Restore gross income tax on unincorporated 
businesses and extend to professionals. 

1969 Broaden corporate income tax base to include 
inter- corporate dividends, interest income, 
and capital gains; adopt tobacco products 
tax; opposed to a sales tax. 

1968 Adopt 4% tax on commercial leases and office 
rentals . 

1971 Adopt constitutional amendment to permit 
corporate income tax and abolish capital 
stock tax. 

1970 Adopt income tax credit for sales tax paid. 

1971 Increase state taxes to provide property 
tax relief and increase state financing 
of school costs to 50%; adopt new tax of 
4^ on nonreturnable, nondisintegrating 
containers, new sewer user charge, and 
new employers* payroll surtax to finance 
job training. 

1971 Increase state taxes to finance sharply 
increased school aid and thus relievo 
property taxpayers; set limits on property 
tax rates. 

1971 Eliminate federal income tax deduction on 
corporate income tax; adopt gift tax. 

1969 Individual and corporate income tax 
proposed as one alternative for collecting 
needed new revenue. 

1971 Expand sales tax base. 

Broaden sales tax base. 
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Maryland 



1969 



State 

Massachusetts 

Michigan 

Minnesota 



Montana 
New Hampshire 

North Carolina 
Ohio 

Oregon 

Pennsylvania 



Rhode Island 



TABLE 4-1 ('Continued) 

Year Recommendations 

1971 Broaden inoome and sales tax bases 

1971 Replace school property taxes with increased 
personal income tax and a 2% value-added 
tax; restore income tax credits for 
property tax and city income tax paid. 

1971 Increase personal income taxes progressively; 
eliminate preferential treatment of capital 
gains and deductibility of federal 
income tax; broaden sales tax base; use 
higher taxes to increase school aid and 
relieve property taxpayers; limit property 
taxes . 

1971 Disallow federal income tax deduction on 

personal income tax; replace $600 dependency 
deduction with a $20 credit. 

1971 Adopt 3% state income tax with a property 
tax credit; adopt temporary (one year) 1% 
payroll tax; repeal tax on intangibles 
income, commuters' income tax, and head 
and poll taxes. 

1969 Adopt tobacco excise tax. 

1971 Adopt individual and corporate income tax 
with propex'ty tax credit; use revenue to 
raise school aid and assume county welfare 
functions; limit property taxes. 

1969 Adopt 3% sales tax. 

1971 Adopt income tax credit for property tax 

paid; conduct study of property tax relief, 

1969 Adopt individual income tax. 

1970 Adopt personal income tax; provide property 
tax relief for aged. 

1971 Adopt 5% personal income tax, with credit 
of 30% of all local nonproperty taxes. 

1968 Adopt personal income tax. 

1969 Adopt 10% tax on investment income. 

1971 Adopt graduated personal income tax; 

repeal taxes on unincorporated businesses 
and investment income. 
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TABLE 4-1 (Continued) 



State 

South Carolina 



South Dakota 



Vermont 



Washington 



Year 



Recommendations 



1971 Adopt property tax homestead exemption for 
senior citizens, phased in slowly to ease 
local government revenue losses. 

1971 Enact 3% jiersonal income tax and 5% corporate 
income tax, with credits for ad valorem taxes 
paid on merchandise inventories and for 
property taxes of elderly. 

1969 Adopt 4% sales tax with diminishing credit 
against income taxes. 

1971 Increase credits for property tax of 

elderly and renters; adopt graduated income 
tax exemption for elderly with income 
under $7,500. 

1971 Adopt constitutional amendment to 
authorize new flat rate income tax. 
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Because Federal and State governments depend so heavily on vol- 
untary compliance with tax laws, it is particularly disconcerting to 
find as the poll did, that 69 per cent of those polled would sympa- 
thize with a taxpayers revolt where people would refuse to pay any 
more taxes unless taxes and spending were reduced. 

The recent experience of many of the States that have sought 
to upgrade the quality of their State-local revenue system points 
up toughened public resistance to higher uxes. Oregon voters 
defeated a proposal to add a general sales tax to the State tax 
system by a margin of seven to one in 1969, while Washington State 
voters turned down an income tax proposition by three to one in 1970. 

Despite its high marks as a test of ability to pay, the popu- 
larity of the personal income tax with the public is by no means an estab- 
lished fact. In 1970, Alabama voters rejected a proposal calling for 

an increase in personal income tax rates and in the same year the South 
Dakota electorate turned down a plan to enact a personal income tax. 

This suimer the Connecticut legislature enacted a personal income tax 
only to find public reaction so bitter that it quickly repealed this 
tax and raised the rate of the existing general sales tax to a 
record-breaking 6-1/2 per cent. Enough voters were irritated by the 
Maine Income tc'x to obtain a November 1971 referendum on this levy 
despite the fact that it has been in operation almost two years. 

The electorate, however, voted to retain the income tax. The Montana 
legislature asked the voters to decide whether the State should enact 
a general sales tax or sharply increase the existing State personal 
income tax, and the voters chose the latter. 

Taxation by referendum may reach the ultimate in Missouri. There 
is a move afoot in that State to amend the Constitution so as to require 

*-<113 



that every ta.i increase““State and local“-be subject to the vote' of the 
people. This demand was undoubtedly prompted in part by the fact that 
the State legislature recently voted an increase in the State personal 
income tax shortly after the electorate had voted down the same proposi- 
tion in an advisory referendum. 

At the local tax level, the electorate is voting down school finance 
proposals with increasing frequency. This is especially significant be- 
cause education has traditionally stood out as the fair haired boy in the 
State- local finance family. 

The political hazard involved in raising taxes is also reflected in 
the relatively high political mortality rate for governors. The most 
dramatic and recent example of this phenomenon is to be found in the 
failure of Governor Norbert Tiemann*s bid for re-election in 1970. His 
defeat has been attributed primarily to the fact that Governor Tiemann played 
a strong leadership role in the enactment of Nebraska’s dual income and sales 
tax system. 

Evaluation of the Expenditure Pressure Factor . 

Caught between unrelenting expenditure demands on the one hand and 
toughened public resistance to higher taxes on the other, progress toward 

balanced use of State income and sales taxes will probably continue at a 

slow and halting pace. Because the decision to increase taxes sharply is 

so politically distasteful it is necessary to generate a crisis situation 

before it is possible to secure the requisite consent for a major departure 

from the tax status quo. The rocky and tortuous path of major tax reform 

in Ohio provides a dramatic case study of the coma and convulsion character 

1 / 

of State tax politics. 

i/The analysis of the Ohio experience was made by Professor Stocker 
of Ohio State University and is appended with this repprt. 
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Despite the growing tendency to block efforts to strengthen 
the State tax system by means of referenda, it is probably safe to 
assume that five or six of the 11 non-income tax States will be forced 
.by mounting expenditure pressures and the demand for property tax relief 
to adopt a State personal income tax within the next five years. It is 
also reasonable to assume that at least one of the five non-sales tax 
States will be pressured into the enactment of a consumer levy. Only a 
massive increase in Federal aid flows could take most of the States off 

the tax increase hook. 

If this prediction proves accurate we can expect to see at least 42 
States in the dual income-sales tax category within five years. Moreover, 
many of the dual tax States now making relatively anemic use of either the 
sales or the personal income tax will be forced by the pressure of events 
to correct the imbalance. 

The f.rnnlne piiMif dissatisfa c tion with Che loca _ l proper ty ; .. Cax 
-.nH. n..t as M.P major fore working for Sr«fe flnanclnK °f 

of nubile education . While this ancient levy has never 
suffered for the. want of bitter critics, it is doubtful that it has 
ever been subject to such strident criticism as is the case at the 
present time. As this Ux takes on a truly missive character (a 
$40 billion annual revenue yield) its inlierent defects— regressivity 
and Uck of uniformity-take on on increasingly harsh character. The 
property tax has a third weakness-the unequal distribution of tax re- 
sources among local governments and school districts. 

Growing public interest in State financing of education can be 
largely traced to the demand for both property tax relief and a more 
equitable system for financing local schools. Support for full State 
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funding of education has increased rapidly since 1968. 

1958— Two distinguished educators, James B. Conant 
and the late James E. Allen, Jr., endorsed the full State 
funding concept citing deficiencies in local property tax 
financing as a primary reason for their decision to recommend 
this basic shift in funding responsibility. ' 

1969 — The Advisory Cotrmission on Intergovernmental 
Relations recommended that the State assume the primary 
role in financing local schools .V Freeing up the local 
property tax for local general government use and the 

creation of a more equitable method for financing educa- , 

I 

tion stood out as the two primary reasons for this 

recommendation. | 

In the same year Governor Killiken of Michigan launched 
his campaign calling for complete State assumption for the 

s' 

cost of local schools. While the legislature has not 
bought the Milliken proposal to date, the key issues — 
property tax relief and equalizing educational opportunity — 
remain the avowed goal® of his tax reform effort. 

1970 — Governor Anderson of Minnesota was elected- 
after promising to shift most of the financing of schools 
to the State level. Once again, property tax relief 

and equalization of educational opportunity emerged as 
the key arguments for this recommended change. 

I 

-^ACIR, State Aid to Local Government . p. 14. 
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1971— “As a first step toward State funding, the 
State of Maryland assumed full responsibility for 
financing local school construction. 

In its August 1971 decision ( Serrano versus Priest) , 
the California Supreme Court gave vent to dissatisfaction with the 

property tax when It declared unconstitutional a system 
for financing education that permitted the accidents of 

local troperty tax geography largely to determine the 
amount of resources that could be placed behind the edu** 
cation of a public school child. 

On October 12, 1971, U.S. Education Commissioner, Sidney 
Marland, Jr., told a convention of members of State boards 
of education that reliance on property taxes to finance public 
schools is "regressive, anachronistic, and resting upon inequity. 

On October 15, 1971 U.S. District Judge Miles A. 

Lord directed the Minnesota Legislature to overhaul 
its educational finance system and re*>enforced the Serrano 
decision holding that "plainly put, the rule is that the 
level of spending for a child's education may not be a func- 
tion of wealth other than the wealth of the State as a whole. 



i^^The Implications of rhe Serran o decision on the development of 
our State-local, fiscal system will be analyzed In greater detail In a 
subsequent section of this chapter. 

2 / 

— Washington Evening Star , October 13, 1971, p. Bl, 

3/ 

—' Washington Post , October 16, 1971, p. A3. 
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On October 18, 1971, the New York Times , In a feature 



story, reported that a majority of the prestigious Pleisch- 
mann Commission favors a plan to have New York State assune 
full responsibility for distributing all funds for public 
elementary and secondary schools.—^ 

Despite its growing momentum, the full State funding movement 
confronts two formidable barricrs-~the money question and the control 
issue. Of two, the money question probably stands out as the 
more formidable problem for State legislators. The average State 
would have to raise its revenue collections by 31 per cent in order 
to underwrite 90 per cent of the cost of local schools (Table 4-2) . In 
many States the State tax hike would be far greater— Connecticut, 53 
per cent; Nebraska, 70 per cent; New Hampshire, 79 per cent; New 
Jersey, 63 per cent; Oregon, 60 per cent; and South Dakota, 89 per 
cent. 

It is very doubtful that additional State revenue of this mag- 
nitude could be obtained in all States by just raising State Income 
and constmptlon taxes. Many States would be forced to impose a state- 
wide property tax for schools, thereby sacrificing much of the property 
tax relief objective in order to achieve the second major goal— the 
equalization of resources among the local school districts. 

For many Stakes, however, a state-wide property tax for schools 
fairly bristles with its own set of controversial tax implications. 

~ ^New York Timas , October 18, 1971, p, 1, 
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Table 4-2 

PERCENTAGE INCREASE IN STATE TAXES REQUIRED FOR STATE FINANCING 
OF 902 OF PUBLIC SCHOOL COSTS 
(BASED ON 1969 DATA) 

(In Millions of Dollars) 
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i/ After deduction of local charges and miscellaneous revenue and Federal aid. Amount of 
Federal aid deducted ($3.1 billion) Includes "other Federal aid" (other than direct Federal 
aid for local schools or higher education) of up to $0.4 or $0.5 billion. Dlatrlbutlcn 
by State not available.^ 2/lncludes direct and Intergovernmental expenditure. 

Source: ACIR staff calculations based on U.S. Census data 



The most important of these would bo the demand that the States 
equalize property tax assessments both within and among locel 
assessment districts — a State responsibility now more honored in 
the breach than in the observance. While most property tax 

reformers would enthusiastically approve such a development » the 
resulting shift in tax burden among various classes of taxpayers 
is enough to make many State policy makers think long and hard before 
endorsing a state-wide property tax. 

Pesplte the Urban Institute evidence that Indicates that there 
is no necessary relationship between the extent of State financing 
and State control of local schools, the prospect of State financing 
of all or most of the cost of public education does trigger fear that 
local school district officials will lose control over all major ex- 
penditure decisions. The prospect of negotiating teachers' salaries 
on a state-wide basis also cools the ardor of some State policy makers 
who might otherwise favor State financing of education. 

Evaluation of the Property Tax Dissatisfaction Factor . 

In view of the controversial character of this proposition, it is 
doubtful if rising public dissatisfaction with the local property tax 
alone can push many States into the full State funding camp within the 
next five years. Thus, without outside help, progress toward full 
State funding can be expected to be fairly slow. The full State funding 
movement probably will require both a strong push from the courts and the 
added impetus of Federal financial incentives if it is to become an accom 
plished fact in most States within five years. 
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The Role of the Judges lu Promoting 
State-Local Fiscal Reform 



An optimistic reformer could view the recent Serrano decision 
of the California Supreme Court as the stick of dynamite capable of 

blasting away the massive obstacles that now block both full State 
funding of education and the creation of a more productive and equitable 
State-local revenue system. 

It can be argued that full State funding of education stands out 
as the most practical way to carry out the California Supreme Court 
mandate that the level of spending for a child's education may not 
be a function of wealth other than the wealth of a State as a whole. 

Once full State funding Is viewed as a logical if not a constitu- 
tional imperative of Serrano , it then becomes reasonable to anticipate 
far-reaching reforms in the State-local tax system In order to under- 
write full State funding of education. To be more specific, many States 
would be required to make far more effective use of the personal income 
tax and in some instances greater use of the sales tax. Moreover, many 
States would also be required to levy a state-wide property tax, there- 
by setting the stage for needed overhaul of the property tax system in 
general and the local assessment process in particular. 

Thus, according to this optimistic view, the judges would have 
triggered quick and sweeping improvements~flscal reforms that only 
come slowly and In bits and pieces out of the State legislative arenas. 



4-15 




This optloistic "stick of dynamite" thesis, however, is subject 
to three important quslifications! 



1. The explosive charge of the Serrano decis'^on 
may not prove to be as great as it appeared 
on first inspection. 

2. The dynamite may have a long or delayed-type 
fuse — the United States Supreme Court may not 
be willing to give a definitive ruling on this 
controversial issue for several years. 

3. The U.S. Supreme Court might not be willing to 
detonate the charge when it does take the issue 
under review. 



Analysis of the Serrano decision will support the conclusion that 



the California Court ruling did not demand as radical a departure from 
the status quo as that advocated by many public finance reformers. 
Serrano neither outlaws the use of the property tax for financing 
education nor does it necessarily strip local school boards of their 
traditional right to determine the general level of school financing by 
setting property tax levies. 

If Serrano becomes ruling law, the States have a choice of 
at least three basic remedies: 



1 . Local Control — Strong State Equalization . Local 
school boards could still control the total level of 
spending because they would set the property tax 
rates to be applied to a tax base equalized by the 
State. The Sf.ate equalization process could be 
effected by either redistricting (creation of equal 
wealth per pupil districts) or power equalization 

(a rigorous Robin Hood— type plan for transferring 
property tax dollars from wealthy to poor districts) . 

2 , State Funding— Limited Local Supplementation (ACIR 
approach)^ The State would fund the basic cost of 
education but local school districts would be per- 
mitted to supplement these State funds with limited 
local property tax levies for education. If the local 
supplement is strictly limited to a small fraction of 
the State contribution this alternative would probably 
be held as substantially meeting the equalization re- 
quirements of Serrano . 
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3. Full State Funding — No Local Supplementation , 

73iere is no question but what this alterna- 
tive' deets the equalization requlrcaents of Serrano . 

In one inportant respect It goes beyond Serrano — It 
not only eliminates variations in educational support 
levels caused by wealth differentials but also those 
created by local cocsnltment differentials. 

Not only are the policy Implications of Serrano not necessarily 
as sweeping as those championed by many reforoers, its leverage 
effect will be difficult to calculate. Even if it upholds the 
Serrano logic, the UAited States Supreme Court may not hand down 
a definitive ruling In this area for several years to come. One 
student of the judicial system. Attorney John Sllard of Washington, 

D.C., has noted that there is usually a rather long gestation process 
before the Supreme Court brings forth a comprehensive ruling on a new 
and major policy issue. In support of this view, he cites the rela- 
tively long period of time involved in hammering out t:.e school de- 
segregation cases, the reapportionment issue, and church-State rela- 
tionships in the field of education. 

Effect of Serrano on the State-Local Fiscal System . 

Despite all the uncertainties surrounding the Serrano decision, 
there is no question but what the California Supreme Court decision 
now strengthens considerably the case of those who are urging State 
legislators to adopt stronger State policies with respect to the 
financing of elementary and secondary education. The Serrano decision 
may also help create a Federal legislative policy designed to encourage 
the States to assume the key role in the financing of the Nation’s local 
school system. 



4-17 



strengthening the State Fiscal Syatcm — The Federal Role 



There Is increasing evidence to suggest that the Federal Govern- 
nent will soon develop aid policies which will both help States sake 
more effective use of the personal Incone tax and facilitate their 
assumption of most of the responsibility for financing local schools. 
Federal Encouragement of State Use of the Personal Income Tax . 

As State and local demand for "no strings" revenue sharing has 
become more positive, it has prompted Congress to become far more 
interested in the adequacy of the State revenue system in particular. 
Throughout the recent revenue sharing hearings before the House Ways 
and Means Committee, the State representatives were repeatedly beaten 
over the head with the fact that 11 States did not Impose the broad-based 
income tex and that many of the other States made anemic use of this 
prime revenue source. 

Confronted with the State rejoinder that Interstate tax competition 
and Intensive Federal use of the Income tax had inhibited State use of 
the personal Income tax, Federal legislators now appear far more recep- 
tlve to the idea of providing the States with Income tax incentives. 

The offer of IRS collection of State income tax and the provision of 
either a partial Federal tax credit or an "incentive grant" tied to 
State use of the personal Income tax now appear to be likely candidates 
for inclusion in any general state and local aid bill reported out by 
the House Ways and Means Committee. 

If Congress buys this incentive approach“-and the prognosis appears 
fairly good— then it is probably safe to assume that the combination of 
expenditure pressures and a Federal incentive policy would place virtually 
all of the States within the income tax fold in the next five years. 
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Federal Aid — ^Welfare Relief and Revenue Sharing 



It can be argued chat the States would be in a far better position 
to finance local school costs once the Federal Government both assumed 
the responsibility for public welfare costs and adopted a revenue 
sharing program along the general lines proposed h> the Administration. 
The data set forth in Table 4-3 generally support this contention. For 
21 States the task of financing 90 per cent of local school cost does 
not appear too formidable. For this group a State tax increase of less 
than. 10 per cent could theoretically do the job. 

This conclusion rests, however, on two rather heroic assumptions. 
First, the legislatures in each of these 21 States that is within strik- 
ing range of the full State funding goal would have to earmark for 
local schools every State dollar released by Federal take over of wel- 
fare costs snd every dollar received from the Federal revenue sharing 
fund. The second assumption is no less heroic. It calls on the State 
legislatures to hold the line on total school costs thereby avoiding 
the "leveling up" phenomenon that can easily accompany State take over 
of local school costs. 

Once these two considerations are thrown on the scales, the number 
of States that could take on the 90 per cent financing task with rela- 
tive tax ease probably drops to the 16 States that in theory at 

least could do the job with a tax increase of less than 5 per 
cent. It should also be noted that 20 States are quite far removed from 
the goal of 90 per cent financing even if the Federal Government took 
over all of the welfare financing responsibility and enacted the Admini- 
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Table 4-3 

PERCENTAGE INCREASE IN 1969 STATE TAXES REQUIRED FOR STATE FINANCING OF 90Z OF SCHOOL 
COSTS ASSUMING THAT ALL FEDERAL AID (WELFARE RELIEF AND REVENUE SHAF.ING) WAS EARMARKED FOK SCHOOLS 
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stration's revenue sharing proposal. For this "far out" group of 
20 States the necessary tax increase ranges from 23 per cent for 
Maine to 74 per cent increase for South Dakota. 

This indirect Federal approach for helping the States take 
over education also presents two major legislative problems. First, 
take over of welfare will call for such massive increases in Federal 
outlays as to virtually dictate that it be phased in over several 
years. This, therefore, greatly complicates any effort to synchronize 
State take over of education with Federal assumption of welfare re- 
sponsibility. The current lack of agreement as to how States will be 
treated under a general Federal aid bill also complicates any attempt 
to calculate the fiscal effects of intergovernmental transfer of funds 
and responsibilities. 

Evaluation of the Federal Role . 

As noted earlier, prospects appear rather bleak for creating a 
State tax system strong enough to finance most of the cost of public 
education unless the States get help from the outside. 

Some help may be on the way as Serrano- type litigation unfolds 
and the courts mandate actions that of necessity will strengthen the 
State-local fiscal system. This, however, is by no means a certainty 
and in the final analysis the basic decisions will have to be made in 
both the State and Federal legislative halls. 

Unless the Federal Government abandons its present "hands off 
policy with respect to State use of the income tax and full State 
funding of education, progress on both fronts is apt to be slow and 

halting. 

4-22 ' . . 

129 



I 



The Federal Government could encourage far more effective 
State use of the income tax if it provided either a tax credit 
or incentive grant. By the same token the Federal Government 
could accelerate the move toward full State funding of educa- 
tion if it also provided special assistance to those States that 
are willing to take on this responsibility. 
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California 



California 

1 

Colorado 



I 

^ Connecticut 






Illinois 



f.. 



Indiana 



Indiana 



Iowa 




Major Recommendations of State Tax Studies, 1968-1971 

Advisory Commission on Tax Reform, 1969 —10% of State income tax 
distributed on a per capita basis to local governments ^o relieve 
taxpayers j sales tax on utilxtxes and selected services 5 
Statewide property tax for public schools; increased school 
foundation program; withholding and estimates system; federal-type 
personal exemption in addition to current tax credit for dependents. 

Governor's Commission on Education Reform, 1971 --Statewide prop- 
erty tax to finance a significant portion of school costs. 

Committee on Fiscal Policy, 1969 --consitutional amendment for State- 
wide, State-collected sales and cigarette taxes for localities; 
broadened sales tax base to include services; more State funds for 
schools; State financing of court costs; disallow deduction of 
federal income tax payment for State income tax purposes. 

State Revenue Task Force, 1971 --piggyback income tax of not more 
than 2 O /0 of federal income tax, except that capital gains be taxed 
as ordinary income and interest on State and local bonds other 
than those of Connecticut be taxed; declining credit for dependents; 
broadened sales tax base; repeal px'operty tax exemptions for 
veterans except those disabled^ when feasible, replace other property 
tax exemptions with a system of direct payments; uniform Statewide 
assessment ratio; authorize local charges in lieu of property taxes on 
eleemosynary institutions, 

‘•■t. 

(governor’s Revenue Study Committee, 1968-69 --flat -rate income tax 
on both individuals and corpora tions j add selected services to 
sales tax base. 

School Finance Study for Commission on State Tax and Financing 
Policy, 1970 --State assumption of costs of school operation, 
maintaining local control, funded by changing present flat-rate 
income tax to a graduated tax for both individuals and corporations. 

Commission on State Tax and Financing Policy, 1968 --increase State 
share of school costs to 50%;adopt much more equalizing plan of school 
aid dlstribu t ion 5 income tax credit declining with income for prop- 
erty taxes paid; eliminate property tax on inventories and in- 
tangibles tax; replace personal property tax on motor vehicles with 
an excise tax. 

Taxation Study Committee of the General Assembly^ 1971 --increase 
progresslvlty of income tax; adopt sales tax credit; impose 1 % 
tax on Interest and dividends; adopt income tax credits for prop- 
erty tax paid by elderly; replace personal property tax with tax 
on AGI.of all businesses and professions; provide State aid to 
finance, major share of welfare programs; change State aid to schools 
from current equalization aid scheme to foundation grant program 
with State funding initially at 80% of average per-pupil expenditure; 
require local funding for schools to be based on both property tax 
and a local income tax. 
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Massachusetts 


Master Tax Plan Commission, 1970 --percentage of tot.al State-local 
revenue to be raised from various sources to be specified by law, 
with property taxes reduced to 42% and personal income tax and 
sales tax set at 21% each; a revenue policy commission to alter 
tax rates so as to maintain percentages; full State funding for 
some percentage, say 80%,, of total local government expenditures; 
State property tax; broadened bases for personal income tax and 
for sales tax; corporate income tax subsituted for tax on deposits, 
tangibles , and preruiutns . ^ 




Minnesota 


Report to Governor's Property Tax Study Advisory Committee from ’ 
the Director of the Minnesvota Property Tax Study, 1970 --eliminate 
property classification and replace with direct subsidies to those 
taxpayers deserving preferen^zial treatment; authorize local piggy~ 
back income or sales taxes; shift all welfare costs to State; 
gross earnings tax in lieu of property tax on public utilities; 
Statewide property tax to finance 50% of school operating costs. 




Montana 


^ 'v 

Fiscal Affairs Study, 1970 --makis no recommendations; gives only 
facts and analysis. 




New Hampshire 


Citizens* Task Force, Subcommittee on Revenues, Expenditures, and 
Tax Structure, 1969 — personal and corporate income tax at flat-rate 
with personal exemptions; general sales tax if the income tax does 
not provide sufficient revenue, with an income tax credit for sales 
tax paid on necessities; possible use of tax credits for property 
tax paid. 




New Jersey 


Tax Policy Committee --in the works. 




North Carolina 


Tax Study Commission, 1968 --authorize sales and income taxes for 
local governments; adopt federal personal exemptions system for 
income tax; requird central assessment of certain public utilities* 




Ohio 


Citizens Task Force on Tax Reform, 1971 —personal income tax with 
moderately graduated rates on AGI combined with tax credit for each 
dependent, tax credit for property tax paid; flat-rate business in- 
come tax on both corporations and unincorporated businesses, again 
with a credit for property tax; services included in sales tax base ; 
State collection of local income taxes. 


■ 


Pennsylvania 


Governor's Tax Study and Revision Commission, Final Long Range Report, 
19<p8 — personal income tax at flat-rate on federal taxable income; 
corporate income tax. 


j-'; 


Rhode Island 


Divison of Taxation Digest of Annual Reports, 1966-67 --tobacco 
products tax of 20% of manufacturer's invoice cost to wholesaler; 
broadened sales tax base; tax on yield from intangibles to replace 
ad valorem tax on intangibles. 


\ 
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South Dakota 
Texas 

Washington 



Washington 

Wisconsin 

1 







Governor's Council for Tax Decisions --still in the works. 

Committee on State and local Tax Policy, 1970 --fact finding only; 
no recommendations. 

Tax Advisory Council, Second Report j, 1968 --constitutional amendment 
to permit single-rate net income tax; ceiling on property tax rates; 
partial replacement of property tax revenue with income tax revenue; 
exemption of food and prescription drugs from ^ales tax; reduction 
of sales tax rate; replacement of business and occupation tax with 
corpora te income tax . 

Department of Revenue Study of Tax Exemptions^. 1971 --periodic re- 
view of exemptions; inclusion of exemptions in the budget; elim- 
ination of selected exemptions and State audit of them; use of 
direct grants instead of new exemptions whenever possible. 

Task Force on Local Government Finance and Organization, 1969 --im- 
prove property tax administration; continue school aids basically 
as they are now; simplify the distribution formula for tax-sharing 
with local governments. 
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APPENDIX C 



CONSTITUTIONAL AND STATUTORY LIMITATIONS ON STATE 
AND LOCAL BORROWING and PROPERTY TAXATION 

Little progress has been made in the last decade--s3nce ACIR 
first studied the subject in 1961 and 1962— to ease the restrictive 
provisions concerning local borrowing and property tax powers. With 
a few isolated exceptions, such as the recent elimination of constitu- 
tional mill rate limits on local borrowing in Colorado and the raising 
of mill rate limits on local borrowing and property taxation in a few 
States, the highly restrictive and complex situation still exists. 
Detailed information on these limitations is presented in Tables C-2 
through C-4. 

Illinois and Pennsylvania both eased their constitutional lim- 
itations on State borrowing recently — Illinois in its newly adopted 
constitution and Pennsylvania in its revision of its constitution’s 
taxation and finance article. By and large, however, the generally 
restrictive constitutional limitations on State borrowing remain, 
as is shown in Table C-1, 
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TABLE C-3 -- STATE CONSTITUTIONAL AND STATUTORY REFERENDUM REQUIREMENTS 
FOR LOCAL GOVERNMENT ISSUANCE OF 
GENERAL OBLIGATION LONG-TERM DEBT, 1971 



State 


Citation^ 


Referendum 

required 


Approval 2 




c 





M 


Alabama------------ 


c 


X 


M 




c 


X - 


a M 


Arizona— 


c 


X 


M 


Arkansas---— ------ 


C-S 





.2/3 


California-——- 


C-S 





M 


Colorado---—--—-- 
Connecticut 




None required 


— 


Delaware 


s 


X 


M 


1 ^ fl 


C-S 


X 


M 




c 


X 


M 


Hawaii- 




None required 





T ry 


C-S 


X 


2/3 




s 


X 


M 


Indiana 




None required 







s 


X 


2/3 




s 


X - 


M 




C-S 


X 


2/3 


aentucKy---— ------ 


c 


X 


M 


lUf A Y VIA ^ 


s 


X - 


M 




c 


X 


M 


Maryiano 

Massachusetts 




None required 





Remarks 



a Only for debt in excess of the 
4-percent limit. 



Michigan S 

Minnesota ® S 

Mississippi S 

Missouri ‘ C 

Montana ^ 

Nebraska 

Nevada 

New Hampshire a 

New Jersey S 

New Mexico ^ 

New York S 



See footnotes at end of table. 



C-S 

s 

s 



X M 

X M 

X a 3/5 

X 2/3 

X a. a M 

X a M 

X M 

X 2/3 

None required 

X M 

None required a. — — • 



a Applies to municipalities only. 
Do, 

a Except for debt issued by 
regional school districts in 
which case a referendum may be 
called by the towns comprising 
the district; in this event, 
simple majority approval is 
required, 

a Does not apply to Minneapolis, 

St. Paul, and Duluth. 

a Only on petition of 20 percent 
of the electors for county 
bonds; 10 percent or 1,500, 
whichever is less for municipal 
bonds • 

a For municipalities, applies to 
debt issued for water, sewer, 
and gas supply; for school 
districts applies only on a 
petition of 20 percent of voters, 

a 55 percent for school districts. 

a Not applicable to cities^or 
counties 

. a Except for debt issued by 
certain classes of school 
districts (simple majority). 

. a Except for debt issued by 
certain classes of school 
districts (simple majority). 



C-16 



ERIC 



163 



TABLE C-3 — STATE CONSTITUTIONAL AHD STATUTORT REFERENDUM REQUIREi€NrS 
FOR LOCAL GOVERNMENT ISSUANCE OP 
GENERAL OBLIGATION LONG-TERM DEBT, 1971 (toncl 'd) 



State 



North Carolina. 



North Dakota. 



Ohio 

Oklahoaia. 



Oregon....... 

Pennsylvania. 



Rhode Island. 



Citation^ Referendun Approval^ Renarks 

required 



a M a Referendun is not required 
if (1) the anount of issue 
does not exceed 2/S of the net 
debt reduction for the 
preceding year, or (2) the 
purpose of the issue is for a 
"necessary expense." 



C-S X...__._........ a 2/S a Sinple najjority for county 

bonds; 60 percent for nuni- 
cipalities and school districts 
with over 5,000 population. 

S X N 

s Xf 3/5 a Except that in the case of 

county hospital bonds a 
referendun is required on 
petition only (20 percent of 
jthe electors). 

S X M 

S. X._._____....... an a Applies only to debt in excess 

of statutory linit up to 
specified uxinun. 

S X N 



South Carolina 

South Dakota....... 

Tennessee.......... 



Texas...... 

Utah 

Vemont.... 
Virginia • 



Washington. 



Nest Virginia...... 

Wisconsin 



Wyoning............ 



C 

C-S 



S 

s 

s 

c 



c 



C-S 

s 



C-S 



X M 

X.. s/s 



None required *- 



X. M 

X Id 

X H 

X M 



None required *. 




a Aj^lies only to debt issued by 
cities and towns. 

a Except that a 3/4 najority 
vote is required for issuance 
of general obligation 
industrial developaient bonds. 



a ^lies to county debt only. 

No referendun required in 
counties that elect to be 
treated as cities, 
a Except for township debt (2/3 
najority) and debt issued in 
excess of constitutional iinits 
: (S/5 najority) . 

a Applies only to school dis- 
tricts and townships. No 
referendun required for county 
or nunicipal bond issues. 



^Ihe citation it either the State's constitution (C), statutes (S), or both ic-S), 

2a sinple najority (a favorable najority of SO percent plus 1 of all votes subject to counting on 
the question) it indicated by "M"; where nore than a siaple favorable suijority it required, the 
required percentage it entered. 

Note: This table deals only with referendias requirenentt that apply generally to general obligation 
debt issued by cities, counties, and school districts in each State. As in the case of debt Iinits 
(tee table - ) there are nunerout exceptions and special previsions, particularly regarding debt 

itsuM by special districts and for specific purposes. No attenpt hat been nade to treat those 
spMial provisions in this tabulation. 

Fowce: Adivisory Coaaittion on Intergovemnental Relations. 



TABLE C*4 —STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER 

TO RAISE PROPERTY TAX REVENUE, 1971 



1 




TABLE C- 4 —S‘n^TE CXWSniUTWNAL AND STATUTORY RESTRICTIONS ON LOCAL 
TO RAISE PROPERTY TAX ^ENUE, 1971 
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MICHIGAN 


4J994D 


1,188.7 


4274 


9986 


2945 


MINNESOTA 


1.9536 


5676 


2335 


7385 


2505 


MISSISSIPPI 


763.4 


203.6 


815 


832.1 


275.0 


MISSOURI 


1.7586 


ms 


204S 


758.4 


274.2 


MONTANA 


3116 


103.0 


46.7 


SS73 


2028 


NEBRASKA 


6936 


199.7 


75.7 


815.9 


247.2 


NEVADA 


285.4 


46.1 


13.2 


2^2.1 


519.1 


NEW HAMPSHIRE 


262.6 


80.7 


38.0 


591.1 


225.4 


NEW JERSEY 


3A0S.6 


833.1 


378.0 


8016 


3085 


NEW MEXICO 


472.7 


124.0 


32.1 


1672.6 


281.2 


NEW YORK 


12.4726 


32566 


1507.5 


7276 


283.0 


NORTH CAROLINA 


1.721.4 


4576 


1635 


9505 


276.5 


NORTH DAKOTA 


321.7 


119.1 


57.7 


4575 


170.1 


OHIO 


4.195.7 


1,1756 


493.1 


750* 


257.0 


OKLAHOMA 


1622.4 


3345 


127.2 


7035 


205.4 


OREGON 


16246 


2876 


91.1 


1525.0 


2565 


PENNSYLVANIA 


4.7386 


16736 


711S 


5665 


245.1 


RHODE ISLAND 


402.7 


117.1 


S7S 


6675 


2435 


SOUTH CAROLINA 


785^ 


2526 


816 


8866 


210.6 


SOUTH DAKOTA 


301JB 


1086 


495 


509.7 


1785 


TENNESSEE 


i;Z83.7 


330.8 


117.1 


9966 


2886 


TEXAS 


4J08SJB 


1.0816 


3185 


1,1815 


2775 


UTAH 


442JS 


1115 


41.4 


9685 


2965 


VERMONT 


198.4 


54.4 


239 


733.6 


264.7 


VIRGINIA 


1.7966 


3S16 


132.1 


i;?S9.6 


3706 


WASHINGTON 


16A46 


4815 


156.1 


1.061.6 


2825 


WEST VIRGINIA 


602.1 


1956 


94.6 


536.5 


2086 


WISCONSIN 


26626 


638.6 


2666 


747.9 


255.4 


WYOMING 


195.7 


605 


206 


840.9 


2235 



SOURCE: U^. Coniut of Oovommantt data. 



lABLE 2 



STATE GENERAL REVENUE FROM OWN 800RCED-FCRCENTA0E INCREASE 
1M2 to ISM and 1S53 to 196S 
(DolWr amounts in milliom) 



Siam 


Sum g»n«r^ rtvtmit from own tourcti 


Ptfctnugi 


\ncrmmm 


1969 


19S3 


1942 


194210 1969 


1953 to 1969 


UNITED STATES, TOTAL 


S49/W9.1 


$11,750.1 


$43733 


1348.1 


317.6 


ALABAMA 


691.1 


1824 


57.4 


1,104.0 


2783 


ALASKA 

ARIZONA 


495.0 


88.0 


26.0 


13033 


462.5 


ARKANSAS 


368.3 


111.4 


433 


7383 


230.6 


CALIFORNIA 


5,9384 


13363 


367.4 


1,516.3 


380.1 


COLORADO 


524.1 


128.4 


443 


1,091.1 


308.2 


CONNECTICUT 


664.5 


156.2 


633 


951.4 


325.4 


DELAWARE 


202.5 


37.31 


113 


1,616.1 


4423 


DISTRICT OF COLUMBIA 
FLORIDA 


1423.8 


269.1 


663 


2360.4 


429.1 


GEORGIA 


950.3 


234.9 


633 


1,4013 


304.6 


HAWAII 

IDAHO 


176S 


47.0 


15.8 


1,019.6 


276.4 


ILLINOIS 


2,183.2 


537.2 


236.2 


8243 


306.4 


INDIANA 


1,122S 


320.4 


107.8 


9*1.7 


250.5 


IOWA 


696.1 


189.3 


79.1 


782.6 


2683 


KANSAS 


483.7 


153.7 


49.5 


8773 


214.7 


KENTUCKY 


778.6 


149S 


59.2 


1315.2 


4203 


LOUISIANA 


1^45 


340.2 


923 


1,0243 


207.1 


MAINE 


196.0 


64.0 


253 


6773 


2063 


MARYLAND 


1,001.7 


186.4 


533 


1,761.9 


437.4 


MASSACHUSETTS 


1,390.6 


340.7 


130.1 


9683 


308.2 


MICHIGAN 


2,640.1 


649.2 


7513 


1,1743 


306.7 


MINNESOTA 


1,112.6 


274.3 


116.5 


8553 


305.6 


MISSISSIPPI 


482.6 


124.2 


46.4 


940.1 


288.6 


MISSOURI 


820.7 


2196 


88.1 


831.6 


273.4 


MONTANA 


147J 


49.2 


18.1 


7133 


199.4 


NEBRASKA 


2914 


74.2 


^/.8 


948 2 


292.7 


NEVADA 


144S 


203 


5.2 


2,6803 


6123 


NEW HAMPSHIRE 


112.0 


323 


15.6 


6173 


240.4 


NEW JERSEY 


1,418S 


2263 


1093 


1,199.0 


526.8 


NEW MEXICO 


340.1 


963 


233 


1323.0 


253.2 


NEW YORK 


8.057A 


1.189.0 


6073 


1,094.0 


409.5 


NORTH CAROLINA 


1,187.2 


315.1 


1093 


9873 


276.8 


NORTH DAKOTA 


183.5 


G9.2 


29.7 


5173 


165.2 


OHIO 


1324.2 


534.6 


239.8 


661.6 


250.6 


OKLAHOMA 


638.4 


2239 


80.1 


698.0 


185.1 


OREGON 


518.2 


1463 


41.9 


1,1363 


254.2 


PENNSYLVANIA 


2327S 


656.7 


306.1 


7253 


284.9 


RHODE ISLAND 


239.7 


60.1 


18.5 


1,195.7 


298.8 


SOUTH CAROLINA 


551.6 


175B 


50.3 


996.6 


213.8 


SOUTH DAKOTA 


134.6 


47.5 


20.7 


550.2 


183.4 


TENNESSEE 


731.7 


196.6 


58.4 


1,1523 


272.2 


TEXAS 


2,1 28£ 


5363 


157>4 


1352.4 


296.3 


UTAH 


262.2 


573 


22.7 


1,055.1 


353.6 


VERMONT 


124D 


293 


12.0 


9333 


323.2 


VIRGINIA 


1,1063 


227.0 


79.8 


1,287.1 


387.6 


WASHINGTON 


1,1503 


298.1 


97.6 


1,079.2 


286.1 


WEST VIRGINIA 


4113 


134.4 


61.0 


575.2 


206.5 


WISCONSIN 


13863 


279.5 


122.1 


954.0 


360.4 


WYOMING 


1063 


33.1 


9.6 


1,0333 


228.7 



SOURCE: U.S. Census of Govomments dots. 
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TABLE 3 



i 

1 



LOCAL OCNERAL REVENUE FROM OWN tOUNCEE-FERCENTAOE INCREASE 

1S4a t* IMS anS 1SS3 t« 1M0 
(DaNar a waMwl i in nilWtaw) 





LoctI gtotrti mvout from own lourcti 


P^tronttfi Inert 


Stsiii 


1B6B 


1953 


1942 


1942 to 1969 


1953 to 1960 


UNITED STATEI. TOTAL 


$45,679.2 


$126926 


$53963 


764.1 


2696 


ALABAMA 


4306 


1056 


36.6 


16776 


3066 


ALASKA 












ARIZONA 


331.2 


eo.2 


144 


23006 


4503 


ARKANSAS 


216.6 


584 


21.6 


896.1 


269.2 


CALIFORNIA 


6663.7 


1.350.6 


396.6 


1,635.7 


409.7 


COLORADO 


5276 


1353 


606 


937.1 


290.2 


CONNECTICUT 


730.0 


183.7 


90.1 


7103 


2974 


DELAWAni: 


78.1 


144 


54 


13463 


4424 


OtST. OF COLUMBIA 


3B6.6 


122.7 


50.6 


6646 


215.1 


FLORIDA 


16166 


2466 


•*716 


1.7533 


4336 


GEORGIA 


7344 


169.4 


524 


13016 


3336 


HAWAII 












IDAHO 


122.1 


506 


203 


5016 


1413 


ILLINOIS 


2.7146 


800.7 


3923 


6916 


2396 


INDIANA 


1656.1 


299.6 


1136 


8273 


2526 


IOWA 


663.6 


2594 


970 


5736 


1626 


KANSAS 


650.0 


171.1 


66.1 


732.1 


2214 


KENTUCKY 


393.2 


119.9 


480 


717.1 


227.1 


LOUISIANA 


502.2 


120.7 


520 


8603 


316.1 


MAINE 


163.4 


63.9 


29.1 


4616 


155.7 


MARYLAND 


8766 


1763 


67.1 


1308.7 


3976 


MASSACHUSETTS 


1.450.7 


5396 


2550 


4683 


168.7 


MICHIGAN 


2.0536 


5394 


220.1 


833.2 


2806 


MINNESOTA 


8416 


282.7 


1160 


6214 


197.6 


MISSISSIPPI 


2806 


794 


350 


6816 


253.7 


MISSOURI 


9376 


250.0 


116.6 


7036 


2746 


MONTANA 


164.6 


53.9 


26.6 


4756 


205.4 


NEBRASKA 


4016 


1255 


476 


7396 


2203 


NEVADA 


1406 


25.7 


76 


1,6823 


4476 


NEW HAMPSHIRE 


1506 


47JB 


224 


5723 


215.1 


NEW JERSEY 


1687.1 


6066 


268.7 


6396 


2276 


NEW MEXICO 


132.6 


27.7 


83 


1497.6 


378.7 


NEW YORK 


6414.7 


2.067.4 


1600.2 


5413 


2103 


NORTH CAROLINA 


534.1 


142.1 


54.7 


876.4 


2756 


NORTH DAKOTA 


138.1 


496 


286 


3933 


1766 


OHIO 


26216 


640.7 


2533 


8166 


262.3 


OKLAHOMA 


38)6 


1106 


473 


7116 


2463 


OREGON 


C06.7 


1406 


49.2 


9296 


259.6 


PENNSYLVANIA 


26106 


7166 


4054 


4453 


208.6 


RHODE ISLAND 


1626 


57.0 


336 


3906 


1856 


SOUTH CAROLINA 


/ 2346 


776 


31.0 


6546 


2036 


SOUTH DAKOTA 


1676 


60.7 


286 


480.6 


1756 


TENNESSEE 


552.0 


1346 


58.7 


840.4 


3116 


TEXAS 


16576 


544.7 


1614 


1,112.5 


259.3 


UTAH 


1806 


53.7 


18.6 


869.4 


235.8 


VERMONT 


746 


2S.1 


116 


531.4 


1966 


VIRGINIA 


689.1 


1546 


523 


1317.8 


3446 


WASHINGTON 


693.6 


183.7 


56.6 


1.063.6 


277.6 


WEST VIRGINIA 


1902 


606 


33.6 


466.1 


2123 


WISCONSIN 


9756 


3573 


144.7 


574.0 


173.0 


WYOMING 


866 


27.4 


113 


669.0 


217.2 



SOURCE: U^. Gamut of Govammanti data. ^ 
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TABLE 4 

PER CAPITA STATE AND LOCAL GENERAL REVENUE FROM OWN SOURCES 

1»42. 1963 §nd 1969 



States 


Par Capita State arxf local 
general revenue 
from own touroct 


Percentage 


inaeese 


P 

•SI 


er capita 
percent ol 
K average 


r 




1969 


1953 


1942 


1942 to 1969 


1953 to 1969 


1969 


1953 


1942 


UNITED STATES, TOTAL 


$471.75 


$154.40 


$7189 


5608 


2059 


100 

r 


100 


100 


ALABAMA 

ARIZONA 

ARKANSAS 

CALIFORNIA 


317.71 
48803 

292.72 
699.46 


93.65 

166.14 

9300 

21204 


3t88 

77.07 

33.10 

08.78 


8938 

5338 

784.4 

567.6 


2398 

193.7 

211.7 
2098 


67 

103 

62 

140 


61 

108 

61 

138 


45 
108 

46 
138 


COLORADO 

CONNECT«CUT 

DELAWARE 

Ol£ r. OF COLUMBIA 

FLORIOA 


500.94 

464S1 

619.73 

484.46 

431.15 


183.13 

160.50 

145.54 

14482 

156.77 


85.26 

8501 

6100 

59.48 

6305 


487.5 

443.6 
741,0 
7149 

780.6 


1739 

189.6 

257.1 

2340 

175.0 


106 

99 

110 

103 

91 


119 

104 

94 

94 

102 


119 

120 
87 
83 
89 


GEORGIA 

lOAHO 

ILLINOIS 

INOIANA 


36301 

416.44 

44304 

429.73 


113.25 

165.06 

148.49 

148.58 


36.05 

75.47 

78.00 

63.24 


907.0 

4518 

468.4 

573.2 


2208 

1523 

198.6 

186.5 


77 

88 

94 

90 


73 

107 

96 

96 


50 

106 

109 

89 


IOWA 

KANSAS 

KENTUCKY 

LOUISIANA 

MAINE 


486.05 
445.34 
36224 
413.12 
387 A4 


169.08 

16304 

91.04 

161,77 

14102 


72.21 

65.69 

3880 

57.00 

64.68 


573.1 
5779 
8459 
6249 

468.1 


1879 

1719 

2979 

155.4 

160.0 


103 

94 

77 
88 

78 


110 

106 

59 

105 

92 


101 

92 

54 

80 

91 


MARYLAND 

MASSACHUSETTS 

MICHIGAN 

MINNESOTA 

MISSISSIPPI 


49882 

519.72 

535.47 

528.06 

32347 


142.23 

184.60 

173.07 

181.78 

9409 


60.49 

88.19 

77.01 

87.54 

37.06 


7249 

4890 

5950 

503.2 

772.4 


2509 

1819 

209.4 

190.5 

240.5 


106 

110 

114 

112 

09 


92 

120 

112 

118 

62 


85 

124 

108 

123 

52 


MISSOURI 

MONTANA 

NEBRASKA 

NEVAOA 

NEW HAMPSHIRE 


37788 

44989 

478.47 

624.43 

36625 


115.45 

16808 

150.06 

232.69 

14706 


53.49 

90.12 

61.11 

96.11 

7898 


606.6 

398.7 
683.0 

549.7 

363.7 


227.4 
1668 
2188 

168.4 
148.2 


80 

95 

101 

132 

78 


75 

109 

97 

151 

96 


75 

126 1 
86 1 
135 ! 

Ill ; 


NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTH DAKOTA 


476.43 

47907 

680.79 

330.71 

523.04 


16184 

164.22 

210.49 

109.40 

190.56 


8796 

64.04 

11594 

4591 

99.01 


441.6 

642.6 
437.2 
6208 
4288 


194.4 
189.6 

223.4 
202.3 

174.5 


101 

101 

144 

70 

111 


105 

106 
136 

71 

123 


123 

90 

162 

64 

139 


OHIO 

OKLAHOMA 
OREGON 
PENNSYLVANIA 
RHOOE ISLAND 


390.66 

398.14 

50409 

401.47 

442.01 


137.41 

157.02 

176.73 

129.16 

143.70 


70.76 

57.44 

82.37. 

7332 

70.13 


452.1 

593.1 
512.7 
447.6 
530.3 


1848 

153.6 
185.4 
2108 

207.6 


83 

84 
107 

85 

94 


89 

102 

113 

84 

93 


99 

80 

115 

103 

98 


SOUTH CAROLINA 

SOUTH OAKOTA 

TENNESSEE 

TEXAS 

UTAH 


29104 

45709 

322.12 

365.20 

423.45 


112.70 

16406 

99.88 

128.46 

148.69 


40.49 

84.02 

3993 

47.51 

7194 


6209 

445.1 

708.7 

668.7 
488.6 


159.0 

1789 

222.5 

184.3 

1849 


62 
97 
68 
77 
90 < 


73 

106 

65 

83 

96 


57 
118 
56 i 
67 ; 

101 ! 
— 


VERMONT 

VIRGINIA 

WASHINGTON 

WESTVIRGINIA 

WISCONSIN 

WYOMING 


45188 

384.65 

542.18 

331.00 

53440 

61180 


14581 

10883 

194.42 

98.56 

180.50 

207.24 


69.26 

43.49 

82.14 

51.66 

87A0 

8284 


552.6 

7848 

560.1 

B40.7 

511.4 

6378 


210.6 

254.4 

1789 

2359 

198.1 

195.1 


96 

82 

115 

70 

113 

130 


94 

70 

126 

64 

117 

134 


97 \ 
61 ! 

115 
72 

122 

116 



SOURCE; U.S.OBntut of Govi'mmenti data. 
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TABLE 5 



PCR CAPITA STATi GENERAL REVENUE FROM 0«W SOURCES 
1S42, 1S4S, 1S53 and ISSf 



Stata* 


Pvr Capita Stata Gaotral 
Rtwmif 

from oi^ tourcai 


Parctntagt incrvaM 


Par Capita 
at perctnt of 
U.S. avtf aga 


1969 


1953 


1942 


1942 to 1969 


195310 1969 


1969 


;053 


1942 


UNITED STATES. TOTAL 


S244^1 


$ 74.62 


$32.12 


660.6 


2274 


100 


100 


100 


ALABAMA 


195.70 


59.26 


1952 


9025 


230.2 


80 


79 


61 


ARIZONA 


292^ 


98.65 


49.63 


489.1 


196A 


120 


132 


155 


ARKANSAS 


184.64 


61.62 


22.20 


731.7 


199.6 


76 


83 


69 


CALIFORNIA 


305.43 


101.74 


4750 


5430 


200.2 


12S 


136 


148 


COLORADO 


249.57 


89.17 


39 S3 


5313 


1790 


102 


119 


123 


CONNECTICUT 


221.49 


73.75 


35.26 


5283 


2003 


91 


99 


110 


DELAWARE 


375.09 


105.07 


4239 


7840 


2570 


154 


141 


132 


FLORIDA 


224.07 


8132 


3036 


638.0 


1730 


92 


110 


95 


GEORGIA 


204.77 


6530 


19.71 


9380 


211.2 


84 


88 


61 


IDAHO 


24634 


7953 


33.03 


6455 


209.7 


101 


107 


103 


ILLINOIS 


197.62 


59.62 


2931 


5743 


2315 


81 


80 


91 


INDIANA 


219.40 


76.78 


30.75 


6135 


1855 


90 


103 


96 


IOWA 


251.04 


7133 


32.43 


674.1 


2510 


103 


96 


101 


KANSAS 


208.40 


7759 


28.12 


641.1 


168.6 


8S 


104 


88 


KENTUCKY 


24039 


5052 


21.16 


1,038.4 


3765 


99 


68 


66 


LOUISIANA 


279.02 


119.41 


36.47 


665.1 


133.7 


114 


160 


114 


MAINE 


200.40 


70.72 


30.03 


567.3 


183.4 


82 


95 


93 


MARYLAND 


26606 


73.13 


2600 


889.1 


2635 


109 


98 


84 


MASSACHUSETTS 


25438 


71.43 


29.77 


7545 


256.1 


104 


96 


93 


MICHIGAN 


301.17 


9453 


3734 


706.6 


218.6 


123 


127 


116 


MINNESOTA 


300.70 


8952 


43.76 


587.2 


2350 


123 


120 


136 


MISSISSIPPI 


20401 


5706 


2009 


874 3 


2525 


84 


78 


B5 


MISSOURI 


176.45 


54.02 


23.02 


6665 


226.6 


72 


72 


72 


MONTANA 


212.28 


8039 


3406 


5073 


164.1 


87 


108 


109 


NEBRASKA 


201.08 


55.75 


22.45 


795.7 


260.7 


82 


75 


70 


NEVADA 


31632 


10253 


3831 


725.7 


2085 


129 


137 


119 


NEW HAMPSHIRE 


15636 


60.15 


3237 


382.7 


1595 


64 


81 


101 


NEW JERSEY 


198.44 


4306 


25.42 


680.6 


3514 


81 


59 


79 


NEW MEXICO 


342.14 


12755 


4756 


619.4 


1683 


140 


171 


148 


NEW YORK 


330.62 


7636 


39.02 


7473 


3303 


135 


103 


121 


NORTH CAROLINA 


228.09 


75.40 


30.59 


645.6 


2025 


93 


101 


95 


NORTH DAKOTA 


298.44 


110.72 


5006 


485.6 


169.5 


122 


148 


159 


OHIO 


17400 


6250 


34.42 


4070 


179.2 


71 


84 


107 


OKLAHOMA 


248.61 


105.02 


36.10 


588.7 


136.7 


102 


141 


112 


OREGON 


25502 


90.03 


3755 


5735 


1833 


104 


121 


118 


PENNSYLVANIA 


214.17 


61.77 


31.55 


5785 


246.7 


88 


83 


98 


Ri;ODE ISLAND 


263.17 


73.74 


24.76 


9620 


2560 


108 


99 


77 


SOUTH CAROLINA 


20400 


7834 


25.07 


717.3 


161.6 


84 


105 


78 


SOUTH DAKOTA 


20432 


72.08 


35.15 


4813 


1835 


84 


97 


109 


TENNESSEE 


183.62 


59.40 


1957 


824.1 


209.1 


75 


80 


62 


TEXAS 


19038 


63.74 


23.46 


711.1 


1985 


78 


85 


73 


UTAH 


25004 


7707 


3955 


5345 


225.6 


103 


103 


123 


VERMONT 


28237 


70.34 


3401 


7080 


260.4 


116 


105 


109 


VIRGINIA 


237.08 


6451 


2637 


8025 


267.5 


97 


86 


82 


WASHINGTON 


33832 


120.30 


5133 


559.1 


1813 


138 


161 


160 


WEST VIRGINIA 


226.44 


6731 


33.29 


580.2 


2330 


93 


91 


104 


WISCONSIN 


304.01 


79.25 


3909 


6603 


233.6 


124 


106 


125 


WYOMING 


33901 


11336 


38*10 


7923 


1990 


139 


152 


119 



SOURCE: U.S. Cantui of Oovarnmentt Data, 



TABLE 6 

PER CAPITA LOCAL GENERAL REVENUE FROM OWN SOURCES 
1M2, 1SS3 and 1969 





Par Capita local 








Par capita 




Siam 


gaoaral rtvantic 




Parotntaga tncreata 


Mptrctotof 




f rom OMniourcci 






U 


3. avtrap 


1 




1969 


1953 


1942 


1942 to 1969 


19S3 to 1969 


1969 


1953 


1942 


UNITED STATES. TOTAL 


S227.4A 


S 79.78 


$3937 


479.2 


18S.1 


100 


100 


100 


ALABAMA 


122.01 


34.39 


12.46 


879.2 


2S4.8 


54 


43 


.T2 


ARIZONA 


19S.63 


67 A9 


27 A4 


61 2S 


189d 


88 


85 


70 


ARKANSAS 


10P.O7 


3238 


10J91 


890.6 


234.8 


48 


40 


28 


CALIFORNIA 


3S4.0S 


111.10 


61.28 


S90.4 


218.7 


156 


139 


131 


COLORADO 


2S1^ 


93.96 


45.73 


449.7 


1673 


111 


118 


116 


CONNECTICUT 


243.33 


66.75 


50.26 


384.1 


1803 


107 


109 


128 


DELAWARE 


144^ 


40.47 


1941 


645.1 


257.4 


64 


51 


49 


DIST. OF COLUMBIA 


404.46 


V4JS2 


5949 


714.4 


2343 


213 


182 


151 


FLORIDA 


707J0B 


*1435 


3239 


527.7 


1763 


91 


94 


84 


GEORGIA 


158.24 


1745 


16.34 


8684 


2333 


70 


59 


42 


IDAHO 


170.10 




42.44 


3003 


983 


75 


107 


108 


ILLINOIS 


245.72 


^37 


48.69 


404.7 


176.5 


106 


111 


124 


INDIANA 


206.33 


;i30 


33A9 


535.1 


187.4 


91 


90 


83 


IOWA 


235.01 


07.75 


39.77 


4903 


1404 


103 


123 


101 


KANSAS 


236S4 


8635 


3737 


530.7 


1744 


104 


102 


96 


KENTUCKY 


12135 


4032 


17.15 


607.6 


1993 


53 


51 


44 


LOUISIANA 


134.10 


4236 


2033 


553.2 


210.6 


59 


53 


52 


MAINE 


167.04 


70.CD 


34.65 


382.1 


136.6 


73 


88 


88 


MARYLAND 


23236 


69.10 


33.58 


593.4 


2373 


102 


87 


88 


MASSACHUSETTS 


26534 


113.17 


58.42 


354.2 


1343 


117 


142 


149 


MICHIGAN 


23430 


7534 


39.67 


490.6 


1983 


103 


98 


101 


MINNESOTA 


22736 


92.26 


43.78 


4193 


1464 


100 


116 


111 


MISSISSIPPI 


11836 


37.03 


16.09 


6393 


2213 


52 


46 


41 


MISSOURI 


20133 


61.43 


3046 


561.6 


228.1 


89 


77 


78 


MONTANA 


237.11 


8739 


55.15 


3293 


1693 


104 


110 


140 


NEBRASKA 


27739 


94.31 


38.66 


6173 


194.1 


122 


118 


98 


NEVADA 


506.11 


130.16 


5730 


433.1 


136-7 


135 


163 


147 


NEW HAMPSHIRE 


20939 


87.41 


46.61 


3503 


1403 


92 


110 


119 


NEW JERSEY 


27739 


11738 


62.53 


344.6 


1353 


122 


148 


159 


NEW MEXICO 


133 A3 


36.67 


16.47 


710.1 


2633 


59 


46 


42 


NEW YORK 


350.13 


133.63 


7633 


355.1 


162.0 


154 


167 


196 


NORTH CAROLINA 


10232 


34.00 


1532 


5G93 


2013 


45 


43 


39 


NORTH DAKOTA 


22430 


7934 


4835 


367.4 


1813 


99 


100 


122 


OHIO 


216.16 


7431 


3634 


4943 


188.6 


95 


94 


93 


OKLAHOMA 


149.53 


52.00 


2134 


600.7 


187.6 


66 


65 


54 


OREGON 


249.33 


86.70 


44.47 


4G0.7 


187.6 


110 


109 


113 


PENNSYLVANIA 


18730 


6739 


41.78 


3483 


1775 


82 


84 


106 


RHODE ISLAND 


17834 


6936 


4537 


294.? 


155.6 


79 


88 


116 


SOUTH CAROLINA 


8634 


3436 


15.42 


4633 


153.0 


38 


43 


39 


SOUTH DAKOTA 


253.67 


92.18 


4837 


419.1 


1753 


112 


116 


124 


TENNESSEE 


13830 


40.48 


1936 


5933 


242.1 


61 


51 


51 


TEXAS 


17432 


64.72 


24.05 


6273 


170.3 


77 


81 


61 


UTAH . 


17231 


71.62 


3239 


432.6 


1403 


76 


90 


82 


VERMONT 


169.61 


67.17 


34.34 


3933 


1523 


75 


84 


87 


VIRGINIA 


147.57 


44.02 


1732 


757.0 


2353 


65 


55 


44 


WASHINGTON 


20336 


74.12 


3031 


561.7 


175.0 


90 


93 


78 


WEST VIRGINIA 


10436 


30.75 


1836 


469.5 


240.0 


46 


39 


47 


WISCONSIN 


23039 


101.25 


47.40 


386.1 


127.5 


101 


127 


121 


WYOMING 


27139 


9338 


4434 


505.7 


189.3 


119 


118 


114 



SOURCE; U^. Ontia of G:)v«rnmenn Data. 
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TABLE ^ -ranCENTAOC OF STATE-LOCAL GENERAL REVENUE FROM FEDERAL AID. 
•Y STATE. SELECTED YEARS, 1942 THROUGH ItTO 



Sun 




1970 


1967 


1992 


10S7 


1963 


1942 


UNITCO ^ATCS,Totil ... 




19.7 


195 


135 


111* 


10.5' 


12* 


Alabama 




29.2 


245 


245 


195 


17.8 


115 


Atetin 




95 


615 


335 


(24.41 


n.a. 


na. 


AtUof>a 




195 


215 


195 


119 


144 


112 


Artamai 




2SA 


275 


24.: 


195 


225 


114 


OiRfomia *.: 




11^ 


105 


145 


117 


114 


12 


Ooleratfo 




19.7 


157 


195 


14.7 


111 


144 






135 


135 


117 


14 


16 


12 


OalawM 




127 


134 


95 


11 


95 


104 


Dtet of Oolunibia * 




375 


315 


29J 


195 


116 


164 


Florida 




110 


145 


115 


110 


95 


U 


Gaovoia 




195 


215 


195 


145 


175 


111 


Mawoii 




215 


235 


19.4 


11451 


fua. 


na. 


Mario 




204 


195 


21.4 


165 


165 


144 


Ofino^ 




145 


135 


115 


95 


65 


95 


trafiana 




125 


125 


105 


95 


7.6 


9.1 


kma 




145 


150 


114 


95 


95 


7.7' 


Kansas 




1S5 


145 


135 


11.7 


117 


10.7 


Kantkfcky 




22J 


275 


205 


145 


175 


115 


Louisiana 




205 


215 


19.7 


145 


17.1 


95 


Mai^ 




195 


195 


16.7 


111 


105 


94 


Marytand 




13.4 


125 


125 


84 


75 


17 


MasMthusttts 




1S5 


145 


115 


75 


75 


75 


**--■*- - — 




13J 


145 


115 


75 


85 


7.1 






155 


1G.4 


125 


95 


95 


4.1 


Migigippt 




245 


264 


217 


17.0 


165 


125 


Miswvri 




195 


195 


175 


195 


111 


110 


Montana 




2S.7 


24.7 


205 


17.7 


175 


116 


NabrnLa 




135 


194 


155 


111 


115 


114 


Marada 




19.4 


245 


195 


17.4 


195 


2S4 


aiaw rsampinva .••...•... 




17.4 


195 


175 


95 


95 


95 


Nan Jersfy 




125 


115 


17 


45 


65 


45 


Nna Mexico 




27.4 


30.1 


225 


21S 


110 


135 


Nm*Yoc1c 




135 


11.1 


7.1 


65 


14 


34 


North Caroiina 




175 


195 


111 


195 


115 


11 


North Dalcota 




195 


105 


165 


113 


135 


15 


Ohio 




145 


144 


117 


10 


75 


95 


OkUhom 




245 


245 


215 


175 


195 


14.4 


Dragon 




205 


195 


195 


135 


117 


114 


AwTOflranla 




151 


145 


115 


94 


7.4 


95 


Rhode Idand 




20.4 


10.7 


135 


112 


111 


95 


South Carolina 




195 


195 


175 


135 


14.4 


111 


South Oalcata 




215 


21.7 


217 


195 


165 


114 


Tanneim 




22.4 


235 


205 


145 


175 


104 


Taxas 




175 


195 


135 


118 


125 


9.7 


Utah 




254 


265 


195 


14.9 


175 


175 






225 


255* 


295 


111 


125 


1C4 


Virginia 




175 


195 


111 


95 


117 


17 


**•- — - — 




195 


195 


145 


115 


125 


U4 


YtatVirgMa 




295 


275 


195 


117 


111 


11.4 


WiMnsm 




115 


125 


115 


7.1 


7.7 


95 






295 


31.4 


317 


245 ^ 


205 


194 



* CflcMIfii AM*« ffid HtutH. 
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TASLtS -KRCSNTAOE OF STATE-LOCAL GENERAL REVENUE FROM TAXES, 
BY STATE, SELECTED YEARS. 1S42 THROUGH 1S70 



Sun 




1970 


1967 


1962 


1957 


1953 


1042 


UNITED STATES, TottI 




664 


6C9 


718 


75.5’ 


76J3* 


81.0’ 







51.7 


MS 


57.4 


G2.6 


6S.& 


76.4 


/klmk9 




too 


296 


386 


161.91 


n.a. 


na. 


Anroo« 




64^1 


618 


668 


69.6 


69.7 


72.1 







SS6 


M8 


60.7 


66.5 


65.5 


752 


California 




65.5 


668 


72.2 


76.7 


748 


602 


Cfrtofftfo • 




62^ 


634 


674 


69.6 


718 


74.6 


Conntcticiit . 




74.6 


738 


768 


63.0 


622 


878 


Octanrar* 




65,0 


628 


718 


658 


628 


608 


DHtof CoMnbia 




64.2 


60.7 


628 


73.6 


79.4 


778 


Florida • • 




6SS 


M8 


698 


722 


77.1 


778 


Gaofi^ 




60.7 


608 


62.4 


69.1 


688 


77.7 


Hawaii 




64.8 


638 


64.1 


ITail 


rva. 


na. 


MiAo 




614 


638 


628 


F82 


702 


66.7 


imnoia 




74D 


72.7 


778 


828 


838 


872 


Ifidtoria 




67^ 


698 


728 


772 


808 


62.7 


Iowa 




68.6 


668 


728 


772 


778 


808 


fCanaas 




6SlO 


67.4 


718 


748 


77.6 


81.7 


KamudtT i * . 




588 


66.1 


648 


708 


718 


79.1 


Louisiana 




568 


688 


608 


627 


68.1 


768 






608 


678 


73.8 


77.: 


60.6 


842 


MarfUwd 




718 


728 


728 


788 


763 


826 


Maandmaam 




73.6 


748 


788 


838 


83.4 


86.4 


Michiyan 




688 


678 


738 


772 


77.4 


808 


Minnesota 




658 


6S.7 


718 


748 


748. 


782 


Mfsrisiippi 




57.1 


668 


618 


677 


704 


772 


Missouri 




f5.4 


66.1 


607 


728 


73.1 


80.1 


Montana 




56.4 


668 


648 


66.1 


658 


728 


Nabrasica 




64.6 


618 


668 


718 


732 


75.4 


Nevada 




608 


66.5 


62.1 


64.1 


618 


63.4 


Nm Hampshin 




668 


688 


608 


778 


762 


81.1 






748 


748 


777 


817 


83.1 


87.7 


Nen Mexico 




508 


482 


544 


532 


598 


67.B 


New York 




734 


747 


798 


81.4 


828 


S88 


North Carolina 




658 


658 


690 


69.S 


77.0 


818 


Norzh Dakota 




55.4 


608 


598 


648 


628 


698 


Ofwo 




664 


66.7 


70.7 


76.0 


76.4 


81.1 


Oklahoma 




538 


65.1 


60.9 


658 


682 


77.5 






60.0 


61.0 


632 


728 


732 


75.5 


Pennsylvania 




718 


716 


754 


81.8 


81.2 


33.0 


Rhode Island 




67.6 


688 


774 


79.0 


80.8 


88.0 


South Carolint 




63.0 


638 


650 


69.7 


73.1 


75.3 


South Dakota 




618 


608 


61.1 


67.7 


70.8 


71.2 






59.0 


698 


64.9 


718 


71.8 


808 


Texas 




62.1 


618 


G7.8 


68.7 


69.4 


76.9 


Utah 




57.7 


684 


668 


712 


698 


74.6 


Vermont 




65.2 


634 


62.9 


77.5 


82.0 


83.5 


Vfiymia 




66.1 


658 


66.0 


74.0 


73.7 


772 


Washington < 




628 


63.8 


668 


71.0 


70.4 


742 


West Virginia 




568 


58.2 


67.8 


74.4 


748 


818 


Wisconsin 




734 


728 


75.1 


608 


79.7 


79.6 


Wyoming 




488 


48.1 


S0.S 


56.1 


625 


658 
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TA1LE9 oKRCCKTAOE OP STATC LOCAL OCNERAt. REVENUE PROM PROfERTY TAXEI, 
•V STATE. SEUCTEO YEARS, 1M2 THROUGH 1S70 



$9M9 


1070 


1087 


1062 


1957 


1083 


1942 


UNITED STATES, Total 




28.6 


32.7 


33.7* 


346* 


436* 


Alabcmi 




0.7 


11.6 


126 


15.7 


24.8 


AvmM 




7.3 


86 


C13BI 


fva. 


aa. 


Aritooi • a • 




28.1 


316 


326 


306 


346 


Aiksnm • • . 


lO 


14.6 


*76 


176 


166 


23.1 


Colif orm* • • 




34.1 


386 


356 


346 


40.1 


Colorado 




29.1 


32.1 


314 


344 


426 


Co(witctiabt 




3S4 


416 


416 


43.7 


808 






12A 


14.7 


117 


116 


236 


OHtofOohmbh 




202 


236 


27.1 


386 


436 


PlorMt 




201 


217 


286 


217 


346 


GeorfHt 




18J 


106 


206 


206 


326 


HMaS 




120 


103 


(11.11 




flA. 


Idaho 




23.2 


305 


346 


36 • 3 


436 


Illinolt 




318 


416 


426 


416 


464 


InMna 




33j6 


406 


424 


30.7 


456 


fovra 




34.3 


416 


37.7 


426 


417 


Kamai 




33.0 


406 


436 


416 


496 


Kentucky 




14J0 


194 


217 


284 


376 


Louhiani 


11.2 


11J 


136 


13.7 


186 


217 


Maina 


JIj9 


32.0 


396 


386 


416 


52.8 


Marfland 




29.8 


3D.4 


326 


336 


47.7 


MassachufittB 




318 


476 


414 


414 


511 


Mfchfsan 


27.6 


294 


38.1 


356 


34.1 


426 


Mfonoota 




32.6 


396 


313 


314 


436 


• .9 




114 


116 


116 


22J0 


31.7 


Mfsaouri 


2W 


27j0 


29.7 


326 


316 


396 


Mofitaoa ««•••««•«•••*••«•< 


S1.7 


33i> 


386 


39.7 


366 


496 


Nebratiu 




443 


466 


506 


826 


S2.1 


Nevada 




216 


206 


23.1 


30.0 


386 


NewHsttipiftin 




43.1 


446 


417 


466 


49.1 


NewJeney 




42.7 


806 


526 


556 


66.0 


New $jktko 


lU 


106 


13.7 


12.4 


126 


23.1 


New Yortc 


2B.7 


29.4 


35.1 


386 


37.7 


516 


wotwi warDvine 




174 


196 


116 


216 


25.6 


North Dal(Ota 


25S 


256 


31.4 


34.1 


316 


466 


ChfO 




346 


36.6 


366 


36.1 


386 


Oklahoma 




18.1 


196 


206 


196 


27.7 


Oregon 


283 


286 


30.0 


307 


•^16 


39.1 


Peonsy iviT ia ««««•*••««•< 




24.1 


266 


276 


316 


42.4 


Rhode Ifland 




31.4 


376 


396 


36.6 


55.1 


South Carofma 


14.1 


13.4 


156 


18.0 


176 


27.8 


South Oakoa 




34.1 


35.7 


39.4 


40.1 


438 


Termeswe 




17.4 


21.6 


20.7 


216 


35.7 


Texas 




28.1 


30.7 


31.7 


32.1 


42.6 


Utah 




24.1 


296 


316 


31.7 


39.7 


Vermont 




254 


28.4 


346 


36.7 


42.1 


Virginia 




196 


23.7 


236 


217 


30.6 


Washingtai 


22.1 


196 


206 


21.0 


216 


210 


West Virginia 




15.5 


18.4 


186 


.110 


26.7 


Wisconsin 




304 


416 


41.7 


446 


44.5 


Wyoming 




266 


276 


286 


306 


35.9 
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TAiUnO-MEWCENTAQE OF STATE-LOCAL GENERAL REVENUE FROM INDIVIDUAL INCOME TAXES, 
BY STATE. SELECTED YEARS, 1S42 THROUGH 1970 



Staw 




1970* 


1967 


1962 


1957 


1953 


1942 


UNITED STATES, Ti*ttl 




8.2 


64 


53 


4.6^* 


3.9*-* 


86^* 


AirtMfTM 




B.1 


4.9 


4.0 


6.2* 


6.1* 


1.9 






2.6 


7.8 


99 


C14.7I 


n.a. 


n.a. 


Ariraot ••#•****■* 




8.6 


3.1 


3.0 


87* 


33 


1.7 


ArltAmAf •• #••••**•** 




4.9 


4.5 


29 


80 


19 


1.5 


- 




6.8 


43 


43 


33 


33 


3.5 


Cohr»(k> 




8.8 


73 


ai 


81 


4.4 


29 


rVwYfYTftitllt ...t****f> 




0.2 


— 


— 


— 


— 


79 

93* 


DHtwsrt 




las 


19.1 


223 


16.1 


84 

9.5* 


f)fl«t nt ...... 




tr.5 


10.7 


9.6 


134* 


Florida 










— 


— 




CtorQrt ilia. 




7.7 


59 


43 


39 


88 


39 


HowsH ••• ••«****-•■■ 




16.4 


13.4 


113 


no.6) 


n.a. 


H4. 

81 


fdario ^ 




9.1 


9.6 


9.9 


69 


5.8 


IllfftOtS ••••••••••-••• 




7.9 




— 


— 


— 




Indiom ••••.•••••••• 




7.9 


7.5 


— 


— 


— 




Iowa ••.•••••••••••• 




6.3 


7.9 


49 


4.5 


87 


39 

80 

33 


Koowf ••••••••••*••• 




6.7 


6.7 


39 


2.7 


3.2 


Kpntuckv ............ 




11^ 


9.8 


83 


123 


9.0 

33* 






2.3 


12 


19 


3.7* 


23 


Miind ••»••••••••••• 




3.5 




— 


— 


— 




Marvtjnd 




22.7 


133 


10.1 


85 


63 


4.1 

81 


IU|m 




. . . . ; 13J 


10.0 


99 


9.1 


7.8 


Micfiioan 




* 9.6 


1.5 


— 


— 


— 


39 

85 


Minnrinta 




13.4 


139 


109 


79 


7.6 






3.8 


13 


19 


1.7 


23 






7J> 


74 


79 


63* 


80* 


33* 


Montana 




8.2 


6.7 


86 


4.1 


39 


1.6 







4.9 






— 


— 












— 


— 


— 


1.6 


Nmv HamfMfMiv 




1.0 


19 


09 


14 


1.4 


















Now Jmw 




0.4 


04 


03 


— ■ 


- 


23* 


Naw Mnioo 




4.9 


21 


29 


23* 


19 


Nffg Yoflt 




18.3 


169 


143 


104 


9.8 


82 


Nottfi Cwotim 




1U 


119 


89 


73 


73 


39 

1,5* 


Nostfi Dakota 




3.7 


3.1 


29 


81 


86 


Ohio ••••••••••••*•• 




4X* 


39 


29 


29 


13 




Oklahoma ....... 




3^ 


39 


39 


24 


23 


84 


Of non •••••••••«••• 




161 


1<9 


13.7 


19.1 


133 


69 






8.2 


5.0 


49 


43 


3.7 


87 


Rhoda ItfMf 




3.2 


T 


.. 


• • 


— 


— 


CoMtfi Carolina ..... 




8.6 


7.7 


59 


49 


43 


85 


South Dakota ...... 


• . 








— 


— 


87 






a7 


0.7 


09 


09 


09 


14 


Tfm •••.•••••••••• 






.... 


— 


— 


— 


86 






8.9 


7.8 


85 


83 


39 


^ , 

Vtnnont ..•••••••••• 




13^ 


119 


87 


109 


9.7 


81 


Vif^nJa ••••••••••••• 




11.8 


11.8 


87 


180 


79 


23 


Wathlooton .......... 










— 


— 


-• 


WestVkgtnia 




4.3 

16j0 


39 

17.7 


'«9 

-il.l 


185 


93 


84 

49 


TVromlng 

















ttof9: t mJ wi w minor mmemti of tool c- w p ot ti ow iricomt twtt, S«p«tiion fwt 
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’CKMInf Attiita and MmmM. 
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^IfvHidai corporation Incoma tnet for Atabcma. Dnirict of CoiwnitolA lejWont. MimouH. 
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TABLE iV PERCENTAGE OF STATE-LOCAL GENERAL FROM CGaTORAT^ INCOME TAXES. 

by state, selected YEARS, 1942 THROUGH 1970 



State 



Jersey 

New Mexico . . . 
New York ... 
North Carolina 
North Oakou . 

Ohio 

Oklahoma . . . 

Oregon 

Pennsylvania . . 
Rhode Island . 

South Carolina 
South Dakota . 
Tennessee . . . 

Texas 

Utah 

Vermont . . . . 

Virginia 

Washington . . 
West Virginia . 
Wisconsin . . . . 
Wyoming . . . . 



1970 



1967 



1962 



1957 



1953 



f^ote: Minor MTioonu of local cofpofatlon Irwome teicti (other than 



O.C.I included with irxlividual Income U*e$. Stperetlon not eaelloble. 



1942 



1 ifUiTcrk QTATPQ Tntftl ....... 


2.9 


2.5 


2.3 


2.6'-’ 


S-O*** 


2gl,4 


P L* a c a 1 Ob 0 • tJWJi 


1.13 


2.4 


1.3 


s 

to ot 


s 

n M 


1.8 

n.e. 




0.4 


1.2 


1.3 


\2.2l 

s 


2.0 


2.5 




1.8 


1.7 


1.1 

2.5 

4.1 






1.7 




3.0 


3.6 


0.0 
Q a 


4.1 


4.1 




3.5 


3.9 


O.o 






2.3 


2.4 


2.9 

4.3 


1.0 
C A 


1.8 

5.5 


1.1 

6.3 




6.1 


6.0 


D.4 








3.5 


4.5 


4.7 

3.5 


5 


""s 


s 




4.5 


3.2 











- 


- 


“■ 










3.5 


3.8 


2.5 

2.7 

2.4 


3.2 
10 qI 


2.9 

n A 


5.3 

n.a. 




2.1 


2.2 


Ia.uI 

0 a 


llvOa 

3 O 


3.5 




2.8 


2.9 


A.O 


bJ.W 






1.9 


- 


““ 










0.3 


0.7 












1.4 


0.9 


0.5 


0.6 
n Q 


0.5 
0.9 
3 O 


0.6 

1.0 




. . . . 1.4 


2.2 


1.2 

2.9 


U.9 

Q n 


2.8 




2.4 


3.3 


0.0 

s 


0 . 0 ^ 


2.5 




1.6 


2.1 


2.2 










1.5 


- 


““ 










2.3 


2.2 


2.0 


3.2 

0 


4.1 

2.6 


... : 1*3 
0.2 




5.7* 


2.1 


1.8 


A.O 






3.3 


— 


2.9 

2.6 


O 0 


2.6 


2.9 




3.1 


3.6 


2 %t 
A A 


3 fi 


2.9 




. 1.7 


2.0 


4.0 












5 


s 


5 




0.9 


0.8 


1.0 


4 4 


1 3 


2.9 




2.0 


2.1 


1.8 


1.0 


1 .o 




0.9 


— 


““ 










- 


— 


““ 











.... 


— 


“ 









3.9 

1.1 

4.3 

4.7 

0.7 


1.6 

1.1 

3.9 

6.7 

0.9 


1.3 
1.1 

4.3 

5.3 
O.G 


s 

5.5 

6.3 

0.7 


0.7 

6.6 

7.4 

0.7 


s 

5.1 

9.2 

s 


1.9 

2.9 
8.0 
4.0 


1.9 

3.1 

5.4 

4.5 


1.9 

3.2 

4.8 

3.9 


2.0 

4.3 

7.6 

4.8 


2.1 

5.7 

9.6 

5.9 


3.0 

4 .G 

X 5.6 


3.8 

0.2 

3.2 


5.3 

0.2 

3.1 


3.5 
0.2 

2.6 


4.9 

0.1 

3.5 


5.0 
O.t 

4.1 


6.5 

0.6 

2.3 


1.7 


2.1 


2.3 


4.3 


2.2 


2.3 


1.8 

2.8 


2.3 

3.0 


1.7 

3.2 


2.7 

4.1 


3.7 

4.8 


2.1 

4.3 


0.4 

3.4 


4.9 


4.1 


6.3 


7.4 


7.9 



^ EKcluding Alaska and Hawaii. inMme texet for Alabama. Arlxona, District of Columbia, 

^Combined corporation and Individual Ineoma taa« va tabulated with Individual Income tenet tor Aiaoema. pa 

Louisiana and Missouri. ^ uj *nr Aidtana District of Colomble. LoultleM and Misaoufl. 

:sis=::rs:is=i::r.::ssr:KSir:::= 

New Mexico and North Dakota. u • ^ i...4k.Lrf ..i im runx ( 

^Combined corporetion end Individual Income teaes era tabulated with individual Income tsae^ I 

■ th. coWitlon «ei« t.«« .nd bv coepof.t. .«<»«. S.p«tt«. "OI 

Source: Bureau of the Census, Governments ONltlon. various rapofia. 
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TABLE 12- PERCENTAGE OF STATE^LOCAL GENERAL REVENUE FROM^ GENERAL SALES AND 
GROSS RECEIPTS TAXES, BY STATE, SELECTED YEARS, 1942 THROUGH 1970 



State 


1970' 


1967 


1962 


1957 


1953 


1942* 


UNITED STATES, Total 




11.1 


10.4 


10.6^ 


10.5’ 


6.1* 


Alabama 




16.5 


14.6 


15.1 


16.0 


8.8 


Alaska 




1.7 


2.6 


14. n 


R.a. 


n.a. 


Arizona 




15.0 


17.2 


14.6 


14.1 


11.2 


Arkansas 




12.8 


14.5 


13.3 


13.1 


10.9 


California 


13.2 


11.9 


13.9 


17.3 


17.5 


16.1 


Colorado 




11.2 


0.4 


10.6 


12.2 


9.3 


Connecticut 




10.9 


11.0 


14.2 


10.2 


_ 


Delaware 


.... - 


— 


_ 


_ 


_ 





Dist. of Columbia 




9.4 


e.8 


10.5’ 


11.0 


_ 


Florida 


18.4 


12.0 


11.9 


10.9 


10.9 


- 


Georgia 




14.2 


15.6 


]I8.3 


19.9 





Hawaii 




21.9 


24.3 


126.5) 


n.a. 


n.a. 


Idaho 




10.1 


— 


— 






Illinois 




17.7 


16.3 


16.3 


14. i 


12.7 


Indiana 




14.2 


15.5 


15.0 


21.3 


13.8 


Iowa 




8.4 


9.5 


13.7 


12.2 


11.1 


Kansas 


10.7 


11.1 


11.0 


10.4. 


12.6 


10.1 


Kentucky 




11.1 


13.3 


— 




_ 


Louisiana 




12.4 


10.1 


12.0 


12.1 


0.1 


Maine 




14.6 


11.0 


9.4 


9.7 


- 


Maryland . . . 




8.4 


9.3 


7.6 


8.0- 





Massachusetts 


4.4 


4.8 


— 


— 


^ . 


_ 


Michigan 


14.0 


1G.8 


17.8 


18.2 


21.0 


18.0 


Minnesota 




— 


— 


_ 




_ 


Mississippi 


19.8 


17.2 


16.8 


17.1 


13.8 


10.5 


Missouri 




14.1 


10.9 


13.1 


15.4 


12.7 


Montana 


. . . . — 


— 


— ■ 


— 







Nebraska 


8.2 


— 


— 


— 






Nev.ida • 


13.2 


8.0 


9.9 


10.5 


_ 





New Hampshire 




. 




- 


- 


- 


New Jersey 




7.0 









_ 


New Mexico 


13.1 


13.9 


12.7 


15.6 


17.3 


14.0 


New York 


. . . . 9.8 


0.6 


8.2 


8.8 


10.0 


— 


North Carolina 




*ii.y 


12.3 


10.2 


10.7 


8.8 


North Dakota 


10.2 


6 7 


6.6 


8.5 


9.3 


6.9 


Ohio 




9.4 


9.4 


12.7 


14.8 


12.0 


Oklahoma 




7.7 


8.0 


9.5 


10.5 


9.2 


Oregon 


. . . . — 


— 


— 


_ 


_ 




Pennsylvania 




14.1 


13.2 


8.7 


0.2 


0.5 


Rhode Island 




12.6 


10.9 


9.2 


10.2 


- 


South Carolina . . . . 




14.0 


14.6 


16.2 


16.6 




South Dakota 




9.2 


6.9 


7.8 


9.6 


6.5 


Tennessee 




16.2 


13.8 


16.4 


12.8 




Texas 




6.5 


5.4 


— 







Utah 




12.4* 


13.5 


12.2 


12.7 


10.6 


Vermont 














Virginia 




8.1 


0.1 


0.1 


0.2 


' 


Washington 




24.5 


25.1 


27.3 


25.3 


22.0 


West Virginia 




18.5 


21.6 


26.8 


27.8 


29.0 


Wisconsin 




4.7 


1.1 





* 




Wyoming .• 




8.5 


7.6 


8.9 


10.8 


8.4 



* Olitrlburlon of local governmtnt roceiptt by State partially ettimitod. 

'Diitribution by State of local general and solective talti ard gross rocelpts taMtt <$123 millitwt) Is not ovoilabia for 1942 and ore included 
In the miscallaneous taxas category. 

^EMCIudlng Alaska and Hawaii. 

Source: US. Bureau of the Consus. Governments Division, vorloua reports. 









TABLE 13 _ percentage at state-local general revenue from selective sales and 

GROSS receipts TAXES, BY STATE, SELECTED YEARS, 1942 THROUGH 1970 



State 


1970‘ 


1967 


19G2 


1957 


1953 


1942’ 


united states, Totnl 


10.9 


11.4 


12.7 


14.3^ 


14.9* 


16.2* 


Alabama 


16.b 


15.5 


18.9 


20.6 


18.4 


22.7 


Alaska 


1.6 


5.6 


8.1 


(13.7) 


n.a. 


n.a. 


Arizona 


10.9 


10.0 


9.6 


12.0 


14.4 


16.4 


Arkansas 


14.6 


14.3 


15.8 


19.7 


20.2 


27.1 


California * / . . 


8.0 


8.0 


8.9 


10.1 


9.8 


10.2 


Colorado v 


8.2 


8.6 


8.7 


10.3 


12.1 


10.7 


Connecticut ./ 


13.1 


12.4 


14.6 


14.5 


t4.9 


18.0 


Delaware 

Oist. of Columbia /. 


11.3 


11.7 


13.9 


15.7 


17.6 


21.1 


9.1 


11.5 


12.4 


15.7 


17.3 


16.5 


Florida / 


17.6 


17.3 


19.3 


24.4 


27.5 


26.5 


Georgia / 


12.4 


13.7 


15.5 


18.6 


17.9 


28.1 


Hawaii / 


9.2 


9.5 


11.9 


H4.1) 


n.a. 


n.a. 


Idaho /; 


9.7 


9.8 


11.1 


14.3 


15.0 


15.8 


Illinois 


11.9 


12.6 


12.2 


14.2 


15.9 


15.1 


Indiana . . . . 


10.1 


9.6 


11.1 


12.7 


12.5 


15.0 


Iowa 


8.7 


9.7 


9.6 


1 

11.5 


9.2 


10.9 


Kansas . 


9.5 


8.6 


9.5 


11.1 


12.6 


11.1 


Kentucky 


11.7 


12.1 


15.0 


21.7 


23.3 


26.1 


Lout^^iana 


11.5 


11.5 


13.7 


17.5 


20.0 


25.0 


Maine 


12.1 


13.7 


15.9 


10.5 


19.3 


18.6 


Maryland 


10.2 


13.2 


14.8 


1V.3 


17.8 


18.1 


Massachusetts . . . 


9.3 


10.8 


10.5 ; 


11.8 


12.5 


10.5 


Michigan 


8.2 


9.4 


9.6 


1C.8 


10.4 


9.7 


Minnesota 


10.5 


.10.4 


11.5 


13.7 


15.0 


15.1 


Mississippi 


12.4 


13.5 


14.7 


17.1 


19.8 


21.4 


Missouri '. . . . 


10.0 


io!o 


11.9 


113 


12.1 


10.0 


Montana 


10.2 


10.4 


12.6 


13.7 


15.1 


12.5 


Nebraska 


10.8 


12.3 


13.0 


14.8 


15.2 


17.4 


Nevada 


18.2 


16.3 


18.4 


180 


17.8 


11.7 


New Hampshire 


17.1 


15.7 


15.7 


158 

1 


16.7 


17.1 


New Jersey 


13.3 


15.2 


17.0 


18.G 


16.8 


10.7 


NewMenico 


10.2 


9.7 


11.9 


12.B 


16.1 


16.0 


New York 


8.6 


9.6 


10.8 


10.7 


11.5. 


11.9 


North Carolina 


16.0 


13.3 


16.0 


18.t‘> 


20.6 


21.5 


North Dakota 


8.3 


7.7 


9.3 


10. 0: 


11.3 


9.5 


Ohio 


12.0 


12.9 


14.5 


15.^ 


15.2 


20.2 


Oklahoma 


13.2 


i3.3 


15.2 


16 .r 


18.3 


19.7 


Oregon 


6.9 


7.9 


7.7 


8.3 


11.6 


14.9 


Pennsylvania . . . 


12.4 


12.4 


14.0 


14.3 


17.6 


15.2 


Rhode Island . . . ; 


13.8 


14.2 


18.5 


17.3 


19.8 


17.2 


South Carolina 


15.5 


17.7 


20.0 


22:i 


23.8 


31.2 


South Dakota 


10.9 


11.0 


11.2 


11.4 


13.7 


12.7 


Tennessee 


13.6 


14.0 


16.3 


19.1: 


21.9 


27.5 


Texas 


14.0 


14.7 


16.3 


17.4; 


17.3 


21.1 


Utah 


7.9 


7.8 


9.6 


ii.:i; 


12.2 


10.9 


Vermont ' 


15.2 


15.6 


15.2 


16jj 


18.7 


19.7 


Virginia 


14.1 


14.8 


19.3 


19.4 


21.5 


24.7 


Washington 


13.1 


13.9 


14.8 


16.7’i 


17.9 


18.2 


West Virginia 


13.0 


13.5 


15.7 


^9.4: 


20.0 


12.9 


Wisconsin 


8.8 


9.9 


10.8 


12.4; 


10.7 


12.8 


Wyoming 


7.6 


7.0 


7.7 


10.0 


12.5 


13.5 



jOiltrlbut»on of local government receipt! by State partially eilimated. 

^Diltribution by State of local general and selective sales and 'jross receipts taRts IS123 million) (a not avail ibli fn/ 1942 and are included 
in the miscellaneous taxes category. 

^Eacluding Alesha and Hawaii. h 

Source: i)S, Bureau of the Censua. Goverrmienti Division, various reports. > | 
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TABLE 14 -PERCENTAGE OF STATEl.OCAL GOVERNMENT REVENUE FROM MISCELLANEOUS TAXES. 



(OTHER THAN INCOME, SALES AND PROPERTY) BY STATE. SELECTED YEARS. 1942 THROUGH 1970 



States 


1970 


1967 


1962 


1957 


1933 


1942* 


UNITED STATES, Total . 


6.0 


7.C 


8.0 


9.8* 


10.0* 


11.9* 


Alabama 


6.5 


6.7 


7.0 


8.1 


10.2 


16.4 


Alaska 


2.5 


5.9 


8.8 


(13.7) 


n.a. 


n.a. 


Arizona 


2.8 


3.8 


4.0 


6.1 


5.1 


5.5 


Arkansas 


6.3 


6.7 


7.9 


10.3 


10.2 


11.0 


California 


3.3 


4.2 


4.9 


5.4 


5.4 


6.3 


Colorado 


4.6 


4.8 


6.1 


7.3 


6.5 


8.5 


Connecticut 


6.4 


6.0 


5.8 


7.4 


B.0 


13.1 


Delaware 


19.6 


14.8 


16.4 


17.8 


20.8 


28.6 


Dist. of Columbia 


1.5 


4.6 


5.3 


6.8 


5.7 


7.9 


Florida . 


7.5 


9.3 


9.7 


11.4 


11.9 


16.6 


Georgia 


3.9 


3.7 


4.5 


5.1 


4.4 


8.8 


Hawaii 


3.1 


3.4 


3.7 


(4.9) 


n.a. 


n.a. 


Idaho 


7.1 


7.5 


8.9 


10.1 


11.0 


5.0 


Illinois 


5.8 


6.9 


7.4 


9.2 


10.2 


11.1 


Indiana 


3.7 


3.8 . 


4.9 


7.2 


7.4 


8.3 


Iowa ' 


6.3 


6.9 


7.3 


9.3 


9.6 


9.9 


Kansr,; 


4.4 


4.9 


6.0 


6.2 


7.3 


7.7 


Kentucky 


3.0 


4.0 


5.3 


7.4 


7.6 


9.8 


Louisiana 


17.1 


18.1 


19.4 


15.8 


17.5 


20.9 


Maine ' 


5.4 


6.6 


7.9 


9.7 


10.5 


12.9 


Mainland 


4.0 


5.4 


6.2 


7.4 


8.9 


r 11.4 


Massachusetts 


3.7 


8.3 


8.9 


11.7 


12.1 


12.5 


Michigan 


5.7 


10.0 


9.8 


12.6 


11.9 


10.3 


Minnesota 


5.3 


6.1 


7.6 


11.4 


11.1 


n.A 


Mississippi 


5.7 


6.2 


7.8 


9.1 


9.0 


8.3 


Missouri ' 


6.3 


6.7 


8.2 


9.0 


' 9.6 


14.4 


Montana 


. . . . 6.3 


6.7 


7.7 


9.4 


9.5 


5.9 


Nebraska 




4.7 


6.5 


' 6.7 


5.5 


5.9 


Nevada 


8.5 


9.7 


13.5 


, 12.4 


13.8 


12.8 


New Hampshire 


7.1 


8.1 


8.7 


11.6 


13.5 


13.3 


New Jersey 


8.2 


8.1 


8.8 


10.8 


10.4 


11.0 


New Mexico 


. . . . 9.6 


10.6 


12.3 


10.2 


10.9 


12.2 


Now York 


. . . . 6.7 


5.7 


6.3 


7.1 


7.3 


13.7 


North Carolina 


6.2 


6.1 


7.3 , 


8.5 


9.8 


13.3 


North Dakota 


6.7 


6.2 


8.6 


- 8.4 


7.4 


5.1 


Ohio 


7.0 


6.9 


7.6 


8.5 


9.0 


10.1 


Oklahoma 


7.0 


11.2 


12.9 


15.4 


15.3 


15.5 


Oregon 


6.6 


6.3 


8.6 


9.4 


10.9 


10.0 


Pennsylvania 




10.6 


12.3 


19.3 


18.3 


16.7 


Rhode Island 


5.6 


6.1 


7.1 


7.4 


8.3 


lli.7 


South Carolina 


4.0 


4. a 


6.4 


6.6 


C:.*’ 


7.3 


South Dakota 




6.4 


7.1 


9.0 


7.3 


6.9 


Tennessee 


. . . . 8.6 


8.1 


9.7 


10.4 


10.3 


14.0 


Texas 


103 


12.6 


15.4 


19.6 


20.0 


13.2 


Utah 


3.7 


4.2 


6.1 


7.1 


7.2 


8.5 


Vermont 


6.6 


8.2 


8.9 


12.7 


13.2 


16.5 


Virginia 




8.2 


10.0 


11.5 


13.6 


15.5 


Washington 


6.0 


5.7 


5.9 


6.9 


6.0 


9.1 


West Virginia 


6.2 


6.7 


7.4 


. 9.5 


8.7 


10.6 


Wisconsin 


. . . . ‘ 4.6 


5.3 


6.2 


7.5 


8.0 


9.5 


Wyoming 


7.6 


6.3 


8.2 


8.3 


8.4 


8.0 



'lncludtt$Y23 miMion local ganeral and telactivt sales and (irotf receipts taRts. Oittributiofl by State Is not wailabia. 
^ERCiuding Alaska and Hnwait. 



Sourca: US. Bureau of tha Car>tus. Governments Division, various reports. 
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TABLE 15- PERCENTAGE OF STATE-LOCAL GENERAL REVENUE FROM CHARGES AND MISCELLANEOUS 



GENERAL REVENUE, 8Y STATE, SELECTED YEARS, 1942 THROUGH 1970 



State 


1970 


1967 


1962 


1967 / 


1953 


1942 


UNITED STATES, Total 


16.9 


16.3 


15.2 


14.4* 


12.9' 


B.9' 


Alabama 


32.0 


20.9 . 


18.6 


1 

17.5 


16.7 


12.1 


Alaska 


81.4 


18.6 


27.6 


(13.7) ‘ 


n.a. 


n.a. 


Arizona 


17.3 


16.6 


16.6 


17.6 


15.9, 


12.7 


Arkansas 


18.9 


15.4 


15.2 


14.7 


12.4 


13.3 


California 


.... 1&.2 


14.7 


13.8 


13.6 


14.1 


11.5 


Colorado 


18.4 


17.9 


16.4 


15.6 


13.6 


11.0 


Connecticut 


12.3 


12.7 


12.6 


11.5 


11.2 


5.9 


Delaware 


22.2 


24.0 


• 18.3 


25.4 


18.3 


8.7 


Dist. of Columbia 


8.1 


8.6 


10.4 


8.4 


8.1 


7.6 


Florida 


21.1 


20.3 


19.4 


17.8 


13.0 


13.8 


Georgia 


21.3 


18.9 


18.0 


16.7 


13.6 


12.2 


Hawaii 


13.9 


13.6 


16.6 


(15.4) 


n.a. 


n.a. 


Idaho 


18.2 


18.2 


15.9 


15.9 


14.4 


15.4. 


Illinois 


11.8 


13.8 


11.7 


10.8 


3.1 


5.8 


Indiana 


19.7 


18.2 


17.2 


16.0 


11.7 


8.2 


Iowa . : 


17.2 


17.0 


14.8 


13.0 


12.5 


1.5 


Kansas 


. .. . 19.1 


17.7 


15.3 


13.7 


9.7 


7.5 


Kentucky 


18.3 


17.9 


15.6 


14.6 


11.5 


‘9.9 


Louisiana 


. . . . 22.7 


20.6 


19.4. 


22.6 


14.8 


14.2 


Maine 


11.9 


13.0 


10.5 


10.8 


8.2 


6.1 


Maryland 


.... 15.3 


15.0 


14.9 


14.9 


13.8 


10.7 


Massachusetts 


10.5 


11.1 


10.1 


9.3 


8.7 


6.6 


Michigan 


17.9 


18.4 


15.5 


14.9 


14.3 


12.3 


Minnesota .... 1 


19.4 


17.9 


16.7 


16.3 


15.5 


14.6 


Mississippi 


18.6 


19.0 


17.4 


15.3 


11.1 


9.8 


Missouri 


15.9 


15.4 


12.4 


11.5 


8.8 


8.0, 


Montana 


15.9 


16.4 


16.1 


14.2 


16.6 


15.0 


Nebraska 


21.6 


20.3 


19.0 


16.1 


15.6 


12.8 


Nevada 


20.8 


19.4 


19.6 : 


18.5 


18.7 


10.7 


New Hampshire 


15.7 


15.1 . 


12.6 


13.2 


12.2 


9.5 


New Je.’^ey 


13.4 


13.9 


13.6 


13.7 


11.9 


8.1 


New Mexico 


22.4 


21.7 


23.3 


24.3 


23.0 


19.2 


New York 


13.0 


14.2 


13.9 


13.1 


11.7 


7.7 


North Carolinii 


16.8 


16.1 


15.9 


14.3 


11.4 


10.0 


North Dakota 


25.9 


29.6 


. 24.1 


23.2 


24.2 


21.2 


Ohio . 


19.6 


18.9 


16.6 


16.1 


16.7 


10.7 


Oklahoma 


22.0 


20.0 


17.6 


16.6 


12.7 


8.2 


Oregon 


19.6 


19.7 


17.9 


13.8 


14.1, 


12.7 


Pennsyivinia 


13.3 


13.8 


13.6 


11.7 


11.3 


8.7 


Rhode Island 


12.0 


11.5 


9.0 


8.8 


8.6 


5.5 


South Carolina 


17.7 


17.8 


17.4 


17.1 


12.6 


9.7 


South Dakota 


17.5 


17,4 


16.3 


15.8 


13.0 


17.5 


Tennessee 


18.8 


16.6 


14.8 


14.0 


10.9 


3.6 


Texas 


20.0 


20.1 


18.4 


18.5 


173 


13.5 


Utah . . . 


16.9 


16.8 • 


13.8 


14.3 


12.6 


8.1 


Vermont .* 


. . .. 12.1 


11.6 


. 8.3 


9.4 


5.2 


5.3 


Virginia 


16.9 


15.7 


17.9 


16.6 


15.6 


14.0 


.Washington 


20.5 


19.3 


. 19.6 


17.8 


17.3 


11.2 


West Virginia 


14.5 


14.8 


13.0 


12.9 


9.5 


6.9 


Wisconsin 


14.8 


14.7 


13.7 


12.4 


. 12.6 


13.4 


Wyoming 


23.1 


20.5 


18.8 


19.1 


16.9 


17.4 



'Excluding Aliika ind Hawaii. 



Sourct; U,S. Bureau of tftt Cartsui. Goverrmianti Ofvltkmg varkMia raportt. 




r 



1 

! 

.1 






•■awTrataw--*.* 



TABLE 16— DISTRIBUTION OF LOCAL GOVERNMENT GENERAL REVENUE 
BY SOURCE AND BY TYPE OF GOVERNMENT, SELECTED YEARS 1942-1970 




I 


Tax Ravem 
khool Coata 


Table 18* 

iea Required for State Financing of 90Z of 
“ Caaa 1« .Equal Uae of Salea and IncoM Taxaa 

(in Klllione of Dollara) 


Suitaa 


90Z of 
State-Local 
Expenditure 
for Local 
Schoola. 
19691/ 


Actual Sti 
Expenditur 
I for Local 
Schoola Fr 
(Vn Fqnda, 
19692' 


ite Additiona 
ea State 
1 Expenditu 
om Required 


1 State • 

1 Peraonal 
re lnco«o Ta 
Required 


1 State 
1 Ganeral 
X Salea Tax 
Required 


Total State 
Local Taxaa 
exc* State 
Peraonal In 
cone and Get 
Salea Taxea 


Stata 

Corporatioi 
Incoaa 
>{ Tax 
naral 


j 


IMTtO states, total 




li, ’fOt.i 


1 13. 13 1-° 


i»g3q,9 


/6,y39.9 


^^3■ A90.7 


179.7 




ALAOAMA 





ie9>7 





Itv.b 


K 7.C_ 


4-7 7. 3 


0.9.0 




ALASKA 








/Xo 


aoa 


ftrt a 




9". 3 


— 


AJvilOAA 





/n 1 


21L2. 


137.,^ 


1 ?^7 5 


379.5^ 


U* 1 




ARMMIAI 


-12.^7 








7 7.0 


il/O 


a«y.b.4 


aa.xf 




CALirOAMtA 




liitA 





aaai .a 







S9g.r 




COLCMAOO 







I'M-g 


aos.7 


ao».3 


^9a,4f 


3a. a 




COItMECTICUT 




rAv.o 





7 


a*a7.7 


7 1 7 , i 


5?6.a 




OELASAAE 


^ ^ ^ 


7a. a 


i2,o 


37.31 


S'?. a 


/ab.b 


1 H r _ 

1*5. 1 






















FLOniOA 


•7‘fl-fe 


Uii c. 


/*V-o 


Ava.*> 








-- 




OCMIOIA 








sl'i V 




b b 7. 7 


77. i 




HASAIt 


91.1 







lU.S 


L__ 1 11 . A 


1 57.7 


13.7 




lOANO 




aii 


:\8 . 1 


*<7.5 


J').S 


< J 0.5T 


lO.O 




ILLIMOII 


l,‘f9E-fa 




'f.ro.o 




. ToM 


a I7F.F 






INOIAJIA 




abi ^ 


3»l. \ 


V3L.0 


ViC,o 





Ll_ 




IO«A 


‘*-C9.0 


Ar*?r.c 


ko 1 ,0 


as7.7 


35 7.7 


5C.S.3 


an.> 




KANSAS 




1 OS.I 




i f ';.5 


157.5 


w-a x.f; 


ao, ) 


- 


KEMTUCKV 


i '^?.0 





9:i.8 





533.0 


■ 4-^a.q 


79 . M- 




LOUISIANA 


• 





1 /7.3L 


f ba. j 


iuo,k 


7^9*. 1 


■a If 7, 




_NAI»C 


i.0Q»Q 




itH.i 


67. y 


u7.W 


IL.4.L 
























MAAVLANO 





MU t 


1 ?.<. 2> 


■y3o.b 


Wlo.b 




59.7 




MASSACNU SETTS 





l7o.y 


Vag.i 




.sai.i 


1 3 7T.?. 


J 75.f 




INCNIOAN 





bOM. 1 


7n/,^ 




7^2,7 


1 






MINNESOTA 





O 




. va3.y 


2 3.V 


bS5.9 


ia.6 




_MISSSSiAAI 


LI.U t 


/va.v 


I ?.o 


/ 0 b .o 


1 ob.o 


3C9. / 


3 ?. i 






















M4UOUNI 




33.0,1* 


30W.V 


,3.<7.a 


.2 


bSl.R 






montma 


tl.l 







Vi.o 


.<^2 0 


lf:7.7 


f. 1 




mennaska 


LVL’.O 











a /.k*.9 


b.9 




NEVADA 


4.7J— 


Vf /- 


^0-3 


3^.a 


35.0. 


1 Ha ./f 








^ 





: 


aa ■? 










MEN JCNSEV 






7.^0.?, 




.S07.b 


1 VXT.q 


I EL.C* 




MEN MEXICO 


LA.^0- 


117.7 


_ /L 1 




\<‘b.7 


afiT.a 


S.\ 




MEN YORK 


: 3.? “1.3 


a o^ 9 ,t 


i^l^O* V 


a 05/ .V 


a to.ri .y 


b If H 1. 3 


1 rt ^ 




MC-ITM CAROLfMA 




an-i 




fl<i.i 


a 


8H9.^ 


I/a. r 




MONTH DAKOTA 







*y 7.5 


• n/R.7 


4/8.7 


I i 0 . 
























OHIO 





.277. b 




77/0 


74y/ ft 


1 0 Fa . 0 


M kmm 




OKLAHOMA 





101.7 


1 o A.3 


1 7\.b 


f a V . 6 


W 


aa i 




OREGON 









XM. a 


aau.a 


s H 7.M 


37.n 




RENMSYLVANIA 




777# 


7 Oi.S 






a Y *7. 4 






RHODE ISLAND 




o 







67.S 


a 1 •/. 9 


.\SLa_ 




SOUTH CAROLINA 





/,fv.a 




/Aya L 


/‘/a.L 


3ao.6 


4ft. •* 




SOUTH DAKOTA 


Tl-6. 


2i2_ 




.5T>.3 




1 /'• 9 


■ O.b 




TENNESSEE '• 





nu.s 


1 ^ \JL 




■ 1 7?^.X 


ba.j.a 


b/. b 




TEXAS 





» 2.L 





M ‘15.1 


tf 9 2.7 


a c* xb. 1 






UTAH 


1 7 


12.5 





10 .^ 


7o*_< 


• / L C - 9 


10.7 






















VERMONT 







acv \ 


0 


3o .0 


1 IF.d 


S . L 




VIRCINtA 




»7°v 


a il \. to 




3X9 A 


•*1 *; L - ft 


fa 7. r 




NASHtNOTON 


r.Mi.4- 


3:.S.4 


a o .;} .q 


3> 7 0 . 


3 7o.A 


t. '.‘1.7 






NEST VIROINIA 


LLT-JC-. 


L0.7.JL 




i X\ . d* 


lat.c. 


J -I 9. 9 


H. 1 




fllSCONSIN 







<•/ 1.0. "1 


^ 0 q . » 




VH ?.9 


iAi.Q 




NVOlHHO 








2^sl^. 




30 , D 


: lAil. 






}J Stsci explanatl 
After deduccl 
Aaount of Fed 
(other than d 
lO.A or $0«S 
Dlatributlon 
2/ Includea dire 

Source: AOtR ataf 


on In Text, 
on of local 
eral aid ded 
irect Federa 
billion* 
by State not 
ct and Inter 

f calculatlo 


p« 3rA3.* 
charges imd 
lucted ($3«1 
il aid for 1< 

available* 

governacnta] 

na based on 


niacellaneoi 
billion) inc 
>cal achoola 

. expenditure 

U* S* Cenaua 


la revenue an 
:ludea "other 
or higher ed 

data* 


id Federal ai 
Federal aid 
ucation) of 


Id* 

1 “ 

up to 







V ■. 



— MU Ifi 

Tax Bavanuaa Mqulrcd for Stoto rinmncloa of 
fW of School Costs • Csss 2« ProportlboaCo 
lacrssso In Corporstloo Iocom .Ton 



(in Hllllo ns of Dollars) 



StoCno 


Ststs 
Psrsonsl 
IncoM Tax 
Isqalrod 


Stata 

Csncrsl 

Salts Tax 

Xtqulrcd 


Total Ststs 
Locsl Tsxss 
sxc. Ststs 
Psrsonsl In 

COSM S CSOS] 
Sslss Taxes 


Stats { 

Corporstloi 
Incons 


[ 








UMTID ITATIt. TOTAL 


15, 357.0 


15^M7.C 


*fS. 57fc.t 


S 464.7^ 














































ALASAHA 




iq-f.l 


S-of.i 


*5.1 










ALAMA 




.ao.t 


61.9 


1.2 










AAtlOHA 




llS.l 


4-04.3 


41.1 










AAKAMtAt 


V3.4- 


T3.it- 


a.73.-? 


41.6 










CALIPOMNIA 




iq 




J 011.1 




























COLOOADO 


_ 






6o;l 








, 


CONHCCTICUT 


> ^33. 1 


1^2.1 


TIQ.3 


71.5 










OtLAVAAt 


37. q 




lll.l 


1.7 










■ tfT T OO^IMHia 


















FLOOIOA 


a93.f 


X93// 


1 501. *f 


/Ofl.L 




























OIOROIA 


1 


ld.O.1 


731.3 


I16.I 










NAVAII 


10 5^ 




/6I. 5 


17.4 










lOANO 


5S.3 


cc. 3 


/X4>,9 


14.4 


\ 








ILLIN04A 


s 


21T.S 


A46I.9* 












IHOtANA 


im-i.s 


tft9. S 




AA.J_ 




























IO«A 




1.11-1. 4* 


S4S.4 


54. 6_ 










KAHfAf 


173.7 


17^.7 


u.sa> 


4ff. X 










KtHTUCKV 


XOif.3 


A04-3 


Its. 4 


74.1 










LOUttlANA 


_ _ ui.a 


lit. A 


«54,i 


91.7 














S7.t 


ist.l 


19.6 




























mahvlano 




ifii.a 


703. S 


-73.5 










MAStACNUtCTTS 


523. 1 


S33.I 


1 4 01. 1 


A 11. 0 










.MICHIOAM 


513. O 


1^13.0 


A 101. 1 


4fS7.A 










KINNKSOTA 


9-05. 1 


tLoq.L 




AVX.^JLj 














t7. L 


4-3S.1 


' tio. 1 




























MI&iOUAI 


■34-1,7 


_ 34*\.7 


Tlfc.7 


53.5 










MONTANA 


<f-l. « 


4-L t 


Ko.A 


/a.t 










NtSNASKA 


\Xl^^ 


lit.*) 


ajo.9 


A3.0 










NEVADA 


*30.1 


30.1 


ISA. 9 


/O. 3 




J' ' 






HtV HrM^SMint 


IX. \ 


IP.V 


IS t.s 


9.6 




























NEW .tNSCV 




JOO.t 




no.7 










HEW KEKICO 


5A..4- 


Sl.t 


Alt.l 


13.6 










HtV YORK 




a.ot3.n 


L U-IL. 5 


S 15.4 










HO’ITH CAMOW<NA 




Am-T.7 


149. 4- 


Hi. 9 










HONrH DAKOTA 


4*U.A 


q-t.A 


JI5. S 


7.3 




























OHIO 


U13. 1 


633. l 


X. 017.T 


a\s.s 








" 


OKLAHOMA 


107.7 


i07,7 


5M.7 


4*». 1 










ONEOON 




All.S 


.941.4. 


40 9 












J03, 5 


S03. S 


X 4 00.4- 


_ A 74.0 










NHOOE ItLANO 


bz.u 


65.6 


A\3.t 


12.4 




























SOUTH CAHOUNA 


f 3u 3 


131.3 


30.1. 7 


63.6 










south DAKOTA 


4-5. ^ 


4-9.7 


131.7 


17. 1 










TEHNESSSK 


Lfg.T 


IIT.T 


617. V 


_ _ 64.4 










TEXAS 




4-1 t.l 


a.43(.s 


(4.S.J 










UTAH 


St. 7 


^ TV. 7 


ttrs 


It.l. 






’ 






















VERMONT 


30.3 


3o,3 


lOS.I 


S.6 










VINOINIA 


33A.S: 


331. E 


759.7 


«l.l 










VMHINOTOM 


3 Ma .3 


31U. 3 


761.7 


\07.9 












11 t.o 


1 1 L .0 


146.1 


/S. 3 










VIICONSIN 


500. (. 


SOO.t 


157.3 


i09.5 










VVOMiNO 


A.5.(a 


15.6 


*1.1 


1.7 



















































































1/ Ss« sxplsostlon In toxi, p. 



Sourcn: ACIR otoff colculntloos boiod on U. S. Convuo dots. 
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Tabu 20. 

Katlaatcd Additional Stata and Local Fuiida 
Raaultlng Froa Fadaral Valfnra Takaovar 
and Ravenua Sharing, By Stata 



Stata 


Stata-Local Public 
Valfara Expandlturaa 
19691/ 


Mixon Adalolotratlon 
Kavanua Sharing Plan 
of $5 Billion Appropriation 










Stata 


Local 


Stata 


Local 


UNim STATf total 




J A y 3^. 9 


j.^3s.a 


1 












































ALABAMA 


J9.r 




3TX( 












ALASKA 






S-.8 












APlIZONA 


/;i.6 


Q.7 


3o.t 






' 






AKKANSAS 




.7 


3^7\ 













CALtrOKMIA 






7773.¥ 


.8 /C,,9 




























COLOKADO 




/3,a 


J%9 


303L 










CONNECTICUT 




78 


J8JL 


3/.0 










OELANANE 


. /o2./ 


a.a 




J.7 










oitT. or coLuwaiA 




~~ - 














rLONlOA 


23.9 


78.9 


:870 


£OiL 




























OEONOIA 




9.S 


ta.6^ 


Y£.? 










NANAII 




0,7 


/7.Z 


SJ 


► 








lOANO 


7,8' 


3.0 


773 












ILLINOIS 


/^.7 


0.7 


9t0 


JJ/.S 










INDIANA 


^8, S' 


30,7. 


S^.l 


SjTaJ 




























IONA 


y.<.7 


J8.8 


J8.S 


3^.0 










KANSAS 




. - 


v5.V 


JS,9. 










KENTUCKY 




3.7 


iO.O 












LOUISIANA 


^8J 




68S 


up 










MAINE 


/S'.,! 


J.V 


/J.S 


70, *7 


r 


























WANVLANO 




73.7 


y^y 


73.3 
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In December 1971 a reluctant, agonized, and bitterly 
divided Ohio General Assembly enacted that state's first 
state taxes on personal and corporate income. The final 
action came after almost nine months of debate and nego- 
tiation within the legislature. It ended six months of / 

piecemeal interim financing to which the. state was forced I 
to resort while, the legislature groped".). ts way toward agree- ! 
ment on a state budget and on the taxes to finance it. J 

In taking the plunge into the politically treacherous 
waters of income taxation, the 109th Ohio General Assembly 
brought to an end a period of almost 40 years in which no major 
tax structure revisions had been enacted. The structure of 
Ohio state and local taxation did of course evolve during this 
period, changing shape in several fundamental ways . The muni- 
cipal income tax, for example, rose in the 1950 's and 1960's 
to a fiscal prominence matched in few other states. Property 
taxes also went higher and higher, and rates of existing state 
taxes were increased, some several times. But these changes 
were gradual and almo.st imperceptible, and few of them came 
about as a result o.f overt legislative action. Those that 
did involved only incremental increases of rates or extension.^ 
of coverage in existing statutes. It could fairly be said 
that the 19 71 tax program was the first major tax legislat.ion 
enacted in Ohio since the adoption of the state sales tax in 
19 35. 

THE EVOLUTION OF TAX REFORM AS A PUBLIC POLICY ISSUE 

The 1971 tax revision did not burst on the scene suddenly 
and unheralded. Only those who were totally ignorant of fiscal 
affairs and those who determinedly refused to face reality could 
have failed to recognize the inexorable forces working toward 
tax structure revision centered on personal and corporate income 
taxes. The actions of the legislature in 1971 were the culmi- 
nation of fiscal a.nd political forces that had been at work 
since at least as far back as World War II. 

During the Second World War Ohio, like the other states, 
enjoyed a fiscal idyll that has not been experienced since. 
Spurred by wartime economic growth and inflation, the flow of 
revenues far outran expenditures, which were held down by 
shortages of materials and labor. Unprecedented surpluses 
accumulated. Tax rates could of course have been reduced, but 
legislators and administrators alike anticipated that the 
postwar years would be a time of catching up on facilities 
and programs that had been deferred first by a decade of de- 
pression and then by the war. 

At the start of the 19 48 fiscal year the state held an 
accumulated general fund surplus of about $216 million. 

During the ensuing decade this surplus vras gradually eaten 
up. In only 2 of the 10 fiscal years spanning the period 




July 1, 194 7 thru June 30, 19 58, was there a general fund 
surplus. The cumulative deficit for the decade was nearly 
$200 million. The state obviously did utilize the wartime 
surplus to expand postwar programs beyond the level made 
possible by existing taxes. Views may differ on whether or 
not this policy was fiscally "responsible." In any case, 
it had the unfortunate effect, of obscuring the fact that 
the state was living beyond its means. It allowed the 
people of Ohio to become lulled into the conviction that fiscal 
conservatism was synonymous with avoidance of tax increases and 
that revenues generated by economic growth would, with prudent 
management, suffice indefinitely to meet the state's needs. 

While the state government was living partly on the 
wartime fiscal surplus, local governments generally enjoyed 
no such cushion. Municipalities were first to experience 
the squeeze. Tackling the backlog of current and capital 
expenditures under conditions of postwar price inflation, 
many Ohio cities soon were forced to seek additional taxes. 

Their situation was identical to that faced by cities 
tlirough the nation, but with two significant exceptions. First, 
under Ohio's constitutional limit of 10 mills on the aggregate 
property levy, cities along with other taxing units were required 
to go to the electorate for approval of any "outside" millage. 
Most officials, especially in the larger cities, became convinced 
that efforts to gain voter approvaJ. of further increases in 
municipal property taxes would be futile. The second difference 
was that under Ohio's unique "pre-emption" doctrine^ local 
governments were constitutionally forbidden to impose any tax 
already used by the state. The effect was to, block cities from 
enacting local "piggy-back" sales taxes, a movement that took 
root in several other states at about that time. 

Prevented by the 10-mill limit from gaining additional 
property tax revenues, and by the pre-emption doctrine from 
supplemental sales taxes, Ohio cities began to turn to the one 
major revenue source left open to them — the municipal income fax. 
Starting with Toledo in 1946 the number of Ohio municipalities 
lev^’ing such taxes has grown to more than 300 by 19 71. The 
significance of this movement to the process of tax reform can 
scarcely be exaggerated. As the cities acquired a vested 
interest in the income tax, they formed a powerful bloc in 
opposition to state entry into the field. Many people thought 



^The judicial doctrine of pre-emption holds that the state 
legislature, in adopting any form of tax, inplies its intention 
to exercise its control over local taxing authority so as to 
prohibit local taxes on the same or a similar subject without 
express authorization of the legislature. 
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\ that the pre-enption doctrine would require hhat if the state 
\v 7 ere to enact any form of income tax, the municipal taxes would 
of necessity fall. Even if this concern is groundless, as most 
now agree, cities would nevertheless be at a disadvantage in 
competing against the state for revenues from this source. 

By the mid-1950's it became evident that the free ride the 
state had been enjoying was coming to an end. In 1956, with 
the election of 5-term (10 years) Governor Frank J. Lausche 
to the U.S. Senate, Republican C. William O'Neill gaintid the 
governorship. Facing the alternatives of austerity or in- , 
creased state taxes, the governor and the legislature chose 
the former, thereby maintaining the status quo for 2 more years. 

Tl^ DiSall e Era 

In 1958, the Democratic ’ party scored one of its rare sweeps 
in normally Republican Ohio. Partly as a result of a strategic 
blunder in placing a "right-to-v;ork" issue on the November 
ballot, the Republicans lost the governorship to Michael V. 
DiSalle, along with control of both houses in the General As- 
sembly and John W. Bricker's seat in the U. S. Senate. The 
election demonstrated the political power of organ! <:^d labor 
when aroused from its lethargy by a clear threat to its 
interests . 

Taking office in January 1959 as Ohio's first 4-year-term 
Governor, DiSalle encountered the same choice — whether to live 
with austerity or to break what had now become a tradition by 
seeking increased state taxes. Unlike his predecessors, DiSalle 
presented the. General Assembly with a significantly enlarged 
budget to be financed by a variety of changes in existing taxes . 
The key revenue proposal was to broaden the base of the 3% 
retail sales and use tax by (a) including a variety of personal 
services and (b) narrowing the existing "direct use" exclusion 
that removed many business purchases from the tax base. Other 
elements indiuded increasing rates of the corporation franchise 
tax (levied on corporate net worth) and the cigarette tax, and 
increasing the mark-up on liquor sold through the state liquor 
monopoly . ^ 

Despite control by his party of both houses in the 
General Assembly, Governor DiSalle was unable to gain en- 
actment of his tax program. The sales tax broadening 
proved especially unpopular. In the final analysis the 
legislature went only so far as to add two cents to the 
cigarette tax (raising it from 3 to 5 cents per pack) and 
to raise the franchise tax from one to three mills per 
dollar of net worth. The liquor mark-up was also increased. 

In the second biennium of his 4-year term, facing a 
Republican legislature, the governor submitted a budget 
requiring additional tax revenues but containing no specific 
proposals . Instead he indicated his willingness to sit 
down with legislative leaders to fashion a bipartisan tax 
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program. The Republican leadership would have nothing of 
that and instead pared the budget to stay within revenue 
from existing sources. 

DiSalle paid dearly for having violated Ohio's 
no-tax-increase tradition. In November 1962 "High-Tax Mike," 
as his opponents tagged him, was resoundingly defeated by 
James A. Rhodes, whose promise to Ohioans was "no new or 
increased taxes." The lesson was clear for all to see, that 
the people of Ohio do not look kindly on the political leader 
who dares to raise taxes. 

The Rho des Fiscal Policy 

Having committed himself to hold the line on taxes. 

Governor Rhodes faced the classic political dilemma of 

meeting public service needs and fashioning a distinctive 

"program" without spending more money than could be raised 

from existing sources. That the Governor was able to ride 

out this dilemma through 8 years of popularity must be attributed 

partly to good fortune, partly to ingenuity, and partly to 

ballyhoo. 

The good fortune consisted of the economic recovery of 
the sixties, which gave Ohio a rate of growth above the 
national average and swelled the revenue flow accordingly . In 
contrast, the economic weakness of 1959-61 had contributed 
much to the fiscal problems of the DiSalle administration. 

There were .several elements of ingenuity, in the Rhodes 
fiscal program. One was to resort to borrowing for financ- 
ing of functions that had previously been handled i:or the most 
part on a pay-as-you-go basis. The administration proposed, and 
the voters approved, a $250 million bond issue for "public 
works" in 1963, a $500 million highway bond issue in 1964, 
a $290 million issue in 1965 for "Development Revenue," and a 
$759 million issue for "public capital inprovements" (highway 
and other) in 1968. 

It would be hard to maintain that there was anything 
fiscally unsound about this policy. The successive bond issues 
still left Ohio with a low state debt in relation to the size 
of the state's economy. And borrowing is univeisally recog- 
nized as a sound and prudent way to finance capital improve.-r 
ments. Yet their effect, as with all bond issues; was to 
encumber future revenues to provide immediately capital facilities 
that otherwise would have had to wait. In time it also placed 
incteased demands on current revenues to operate and maintain 
these new capital facilities as they came on line. And it 
allowed Ohio voters to continue on in the happy belief that 
additional public services and facilities couid be provided 
at no additional cost in taxes. 

Another element of ingenuity is found in the gradual, 
almost imperceptible, reinterpretations of the "no new taxes" 
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■ policy. Very early it became evident that in an economy 
\ of rapidly growing public service demands a hold-the-line 
• policy at the state level has the effect of shifting a 
larger part of the state-local fiscal burden to local govern- 
ments . It amounts to forcing local governments to raise rates 
of taxes sxobject to their control — in Ohio, the property tax 
and the municipal income tax. Both revenue sources shot up 
during tlie 1960 's, though few Ohioans recognized this as a 
direct consequence of state fiscal policy. 

By 1967, at the start of Governor Rhodes' second term, 
it was evident that some modifications must be made. The 
program that was decided on by the Governor and his party's 
leadership in the General Assembly, and subsequently 
enacted, authorized a variety of permissive local taxes, 
including a "piggy-back" county sales tax, a hotel and 
motel room tax, an auto license tax and a tax on utility bills. 
It was argued that these taxes, being optional and local, did 
not violate the no-new- state- taxes pledge. 

Two years later, as the budget was being prepared for 
the last biennium of the Rhodes administration, tentative 
discussion was given to the idea of county income taxes, 
either optional or mandatory. Either would take some pressure 
off the state general fund, and the resulting taxes 
could be termed local rather than state taxes . Never- 
theless the idea \jas dropped when the Governor asserted his 
conti.nued firm opposition to any form of income tax. 

Many things contributed to the success of the no-new- 
tax policy; stringent economies buoyant revenues supported 
by economic recovery; large-r-scale borrowing; increasing local 
property taxes; spreading use of municipal income taxes; and 
opening up other nonproperty taxes to local use. In 1967, 
at the start of Governor Rhodes ' second term, emphasis shifted 
to the word "new" in the "no-new taxes" slogan. References 
to "no-new -or-increased taxes" were carefully avoided. The 
reason soon became evident. The Governor's fiscal program 
for the 19 67-69 biennium, as worked out in coirpromise with 
legislative leaders, called for an increase in the retail 
sales and use tax from 3 to 4 percent; an iJicrease in the 
cigarette tax from 5 to 7 cents per pack; and an increase in 
the corporation franchise tax from 3/10 to 4/10 of one per- 
cent on net worth. Nor was that all. Public utility 
excise tax rates were increased in fiscal li)69 and again in 
1970. In fiscal 1970 the cigarette tax was increased 
again, to 10 cents per pack, and the corporate franchise 
tax went to 5/10 of one percent. Yet, because of 
the ingenuity with which slogarxs were gradually modified, 
f ( w Ohioans would have accused Governor Rhodes of 
having violated his pledge on taxes . 
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Finally the success of the Rhodes fiscal policy must 
be attributed partly to ballyhoo. The Governor himself 
projected a personal image of tremendous energy and enthu- 
siasm. His repeated assertions that Ohio was far outstripping 
the rest of the nation in economic growth engendered wide 
acceptance of the notion that growth would somehow solve the 
state's fiscal problems. His profound conviction^ against 
all evidence, that whatever economic growth Ohio enjoyed was 
attributable to a "favorable tax climate" solidified support 
for^hrs hold—the— Ixne tax polxcy; hxs prxde xn Ohio's low~tax 
position, coupled with noisy claims to Ohio's national leader- 
shxp in this or that public service area, drowned out the 
evidence of gradual deterioration. 

This fiscal policy, based on a unigue blend of chutzpah, 
luck, skill and ballyhoo, maintained the Rhodes administration 
in high popularity throughout its 8-year tenure. That it 
postponed, obscured and aggravated many problems cannot 
be denied. The fiscal legacy left by the Rhodes administration 
gxves plausibility to the wry suggestion of one astute observer, 
that the State Constitution Cwhich now limits a governor to two 
terms) should bes amended to provide that if a governor serves 
two consecutive terms, he must serve a third. 

Income Taxation — Its Emergence as an Issue 

When DiSalle took office in 1959, there was virtually no 
talk of a state income tax. Despite fiscal problems that 
impelled the Governor to present a radical and, for that time 
mammoth fiscal package, little or no discussion was given to 
the possibility of proposing state personal and corporate 
income taxes . By 1970, little more than a decade later, 
both major party candidates for governor were announcing that, 
if elected, they would present a tax reform program centered 
on some form of statewide income tax. By what process did 
income taxation emerge from a latent issue, of concern only 
to scholars, reformers and eccentrics, to a major question 
of public policy? 

Though the intellectual roots of the state income tax 
issue go deep into Ohio history, for present purposes it is 
enough to go back to 1961. In that year the Ohio General 
Assembly considered income tax legislation for the first time. 
The proposal, sponsored by Republican House Speaker Roger 
Cloud (later to become State Auditor and the party's candidate 
for Governor in 1970) called for permissive local school dis- 
trict income taxes. The intent was to ease burdens on local 
property taxes, without involving the state in any new taxes. 
Later on in the session the proposal was modified to allow 
county income taxes for school purposes, but no action was 
taken. 

Also in 1961 the Ohio AFL-CIO, The Ohio State Council of 
Retail Merchants, The Ohio Education Association, and The Ohio 
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Farm Bureau Federation, feeling that the time had come for a 
comprehensive study of Ohio's tax system, combined forces 
to sponsor such a study. They retained the late Dr, George 
W. Thatcher, then Chairman of the Economics\ Department of 
Miami University, who in turn enlisted the help of other dis- 
tinguished economists on the faculties of Ohio's colleges 
and universities. The result was a 255-page report^ that 
reviewed: 

1. The major sources of taxation in Ohio and their 
impact; 

2. The principal areas of possible sources of 
additional tax revenue; 

3. The probable yields of these additional tax 
sources; and 



Advantages and dis ad Vein t ages of each. 



The report considered each of these areas in a thorough, 
scholarly and objective manner. It offered no recommenda- 
tions, but merely reviewed the problems and the alternatives. 
Nevertheless because of the clear preponderance of evidence 
supporting income taxation the report has been widely inter'?- 
preted as having pointed toward state taxation of both 
personal and corporate income as the key elements in a 
desirable program of tax revision. 



In the 196,3 legislative session, with a Republican 
governor in office, House Speaker Cloud revived his 1961 
proposal for optional county income taxes as a possible 
answer to the pressing financial problems of schools. The 
bill passed the House but died in the Senate. 



Public discussion of tax policy, including income taxa- 
tion, advanced another notch in 1965, when the General Assembly, 
in a bill sponsored by Republican Rep. Charles H. Kurfess 
(later to become Speaker of The House of Representatives) 
created the Ohio Tax Study Commission. The Commission was 
directed to conduct a comprehensive study of the state and 
local tax structure of Ohio, including the problems of admin- 
istration and collection, distribution of tax revenue, and 
inequities in the existing tax structure. It was also asked 
to consider and recommend changes in the tax laws deemed 
beneficial to the citizens of Ohio and the operations of 
state and local government. 



The Commission consisted of 15 members — 8 legislators 
equally divided by party and 7 citizen members . A staunch 
conservative, former Senate Republican Leader C, Stanley Mechem, 
was chosen as Chairman. For the better part of a year .the 
Commission held public hearings throughout the state. In 
mld~1966 a study staff under the direction of Dr. Frederick 



2 Tax Revision Alternatives for the Tax System of Ohio , 
G( 5 orge”ir Thatcher, Director (Columbus, 1962). 
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D. Stocker of Ohio State University was employed to prepare \ 
a series of staff papers on various topics. These formed a | 
large part of the input to the Commission’s deliberations, and :] 
were published along with the Commission's report.^ | 
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The Commission report, published in June, 1967, called 
for a shift in emphasis away from property-based taxes and 
toward income-based taxes. In a key passage the report 
stated: 



The present dependence on property taxation 
is so great that the Commission proposes that if 
large additional revenues are needed the General 
^sembly should give serious consideration to 
enactment of a state personal and corporate income 
tax, replacing considerable amounts of the present 
taxation on property, and forestalling, in some 
measure, the additional property taxation that 
otherwise would be inevitable in the future. 

As has been noted, the administration and legislature 
turned in 1967 to sales tax and excise tax increases and to 
permissive local taxes, rather than to the income tax the 
Commission recommended. Nevertheless in that same year 
the Ohio House of Representatives appointed a Select 
Committee on Local Tax Revision under the chairmanship of 
Rep. Albert H. Sealy, Jr., to follow up on the general 
recoiniwendations of the 1967 OTSC and to prepare a proposal for 
the consideration of the legislature. Significantly, the 
Committee's scope was confined to l ocal tax revision. Its 
focus was on implementing the OTSC recommendation for de- 
emphasis of property taxation and greater use of income 
taxation, within the framework of local taxation. 

The Sealy Committee held numerous public hearings 
throughout the state and explored in depth several approaches 
to tax reform, all involving statewide taxes on personal and 
corporate income accompanied by large-scale property tax 
reductions. Late in 1968 the Committee submitted its recom- 
mendations, the key features of which were: 

1. Enactment of a state tax of 5% on corporate and 
unincorporated business net income. 

2. Repeal of the 0.5% tax on corporate net worth. 

3. A phase-out of the property tax on inventories over 
a 4-year period. 



^Ohio Tax Study Commission Report , Columbus, 1967. 
'♦ibid., p. xi. (Italics in original.) 
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4. Allowance of a credit for other tangible personal 
property taxes against business franchise tax 
liability. 

5. Imposition of a state-adroinistered 1% "local 
government income tax", all the revenue from 
which would go to local governments in the 
county of origin. The tax was to be based on 
federal AGI as reported oh individual returns, 
allowing personal exemptions but no nonbusiness 
deductions . 

6. Repeal of the intangible personal property tax. 

7. A conplex syste^m of distributing revenues 

among local governments, designed to protect 
each unit of government from any revenue loss 
resulting from the changes. 

The House Ways and Means Committee held hearings during 
1969 on this proposal, along with a number of other tax 
revision proposals involving personal and corporate income 
taxes. Criticism of the Sealy Committee proposal centered 
on its complexity, its failure to provide much net additional 
revenue, and its tendency to freeze existing patterns of reve- 
nue distribution among classes and individual Units of local 
government. 

In October of 3.969 , the budget for the 1969-71 biennium 
having been balanced by a combination of tight budgeting 
and a patchwork of tax increases. The Ohio Education Association 
moved the issue of income taxation a step further through its 
sponsorship of a two-day conference on longer-run problems 
and solutions in school financing. The conference brought 
together representatives of major statewide organizations , key 
legislators, and public finance experts from the universities. 
Though specific results are hard to pinpoint, ' it is widely 
believed that this conference marked a significant advance in 
realistic thinking of key uidividuals on the fiscal prqblems 
of the . state and on the alternatives for dealing with them. 

Consideration of various forms of personal and corporate 
income taxation continued in and aroiand the legislature in 
early 1970, with at least a half dgzen variants receiving 
attention. No action was taken. On adjournment of the 108th 
General Assembly in June , 1970 , the House Ways and Means 
Committee was directed to continue to study the vari pus pro- 
posals before it and to try to work .out an acceptable compro- 
mise by the time of the convening of the new General Assembly 
in January, ^9 71. ' ' 

Growth of Public Siappbrt fj ■ ^ 

The evolution of income taxation as a major public ' 
issue is marked also by the policy positions taken by the 




major interest groups. Efforts by the large statewide 
organizations organized labor, the State Council of Retail 
Merchants, the Chafer of Commerce, the League of Women Voters, 
the farm organizations, the education organi,?ations, and others 
■ to formulate a position on tax policy involved more or less 
active discussion of the issues by their membership and, later 
on, led to dissemination of the organization views to the 
legislature and the general public. 

Prior to the Thatcher study in 1961-62, the idea of 
state income taxation had little or no organized backing in 
Ohio. Among the first groups to endorse the income tax as 
l^e key element in a program of tax reform, for Ohio were the 
Ohio Farm Bureau Federation and the Ohio Education Association. 
Later these were joined by other organizations interested pri- 
increased funding for selected programs and only 
secondarily in the source. ** 

In many states the labor unions have provided a strong 
impetus toward income taxation, viewing this as the only way 
to shift a larger share of the tax load to higher income groups. 
In triG labor movement^ as represented by the state AFL-CIO. 

avoided endorsement of a personal income tax, though they 
consistently and strongly favored a corporate income levy. 

Labor s position on a personal income tax, as is discussed 
later in more detail, varied throughout the sixties from 
one of tacit support to outright opposition. At the same 
time the unions, through an extensive program of local edu- 
cational seminars, did much to increase members' awareness 
of the issues and alternatives in state fiscal pplicy. 

The development that most forcibly brought state tax 
policy to public attention was a rash of school closings 
across the state in 1969. Youngstown schools closed for 
five weeks at the end of calendar year 1968, and 10 other 
systems were forced to suspend classes in the fall of 1969 
for varying periods for lack of money. In each case the cause 
was defeat (or a series of defeats) of proposed school levies 
by the local voters. Although other, nonfiscal, controversies 
were often the root of the problem, the defeats were widely 
interpreted as signifying refusal of local property taxbayers 
any longer to bear the brunt of rising school costs and as a 
demand for an enlarged state role in school financing. The 
ensuing discussion in the press, in local communities, and in 
the legislative halls produced general consensus that some 
basic changes in t^x structure were needed. 

The political campaigns of 1970 demonstrated that tax 

reform, which less than a decade earlier was mentiohable 
only in a whisper, had finally emerged as the number one item 
1^® public agenda. The platforms of both major parties 
called for property tax relief. Both gubernatorial candidates 
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indicated their intent, if elected, to press fot enactment 
of some form of income tax, though the precise form of tax 
was left vague, as was the matter of whether it would apply to 
individuals as well as corporations. The Republiccui candidate, 
Roger Cloud, appeared to favor the county income tax approach 
he had first proposed in 1961. His opponent opposed the county 
tax approach, insisting that any new income taxes must be 
state-levied and statewide in coverage. In the November 
election Democrat John J. Gilligan was elected governor, though 
Republicans retained firm control of both houses in the General 
Assembly. 

One of the first actions of the nev; governor-elect was 
to appoint a 34-member ''Citizens Task Force on Tax Reform", 
charging it to report to him one month after his inauguration 
recommending a tax program that would raise additional reve- 
nues "when and if needed" cuid correct inequities and defects 
in the existing tax structure. His charge to the Task Force 
e^Tiphasized that its deliberations and recommendations were 
to be free of any constraints whatsoever from him or his 
administration. Tlie Task Force itself was insistent on its 
total autonomy. In view of the general knowledge of the 
governor-elect's own views on tax policy, this stcuice suggests 
the great confidence he apparently felt that the Task Force, 
if it took its job seriously, could not fail to come to a 
consensus in support of an income tax program such as he was 
known to favor. 

As a consensus building undertaking the Task Force was 
successful beyond most peoples' expectations . The membership 
of the Task Force,, consisting with only one or two exceptions 
of Presidents of statewide organizations that had an important 
stake in state tax policy, represented the full spelctrum of 
ppinion to be found in the state. Yet its key recommendation — 
that the state should move promptly to adopt a graduated-rate 
personal income tax and a corporate net income tax, and grcmt 
substantial (though selective) property tax relief — bore the 
endorsement of 30 of the 34 members. Significantly, the 
dissenters included the three Icibor union representatives, 
who held firm to their position of refusing to endorse a personal 
income tax unless accompcinied by far-reaching changes and in- 
creases in business taxes. One representative of a conservative 
business organization, apparently unable to swallow the income 
tax concept, abstained. 

The Gilligan Tax Program 

The Task Force reported to the Governor on February 15. 
Exactly one month later the Governor submitted his budget and 
tax proposals for the 1971-73 bieiinium. The budget proposed 
sizable increases in almost every category of state spending. 

To finance the increases he proposed a far-reaching program 
of tax revision including: , 
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A personal income tax, to be levied on adjusted 
gross Income as defined for federal income tax 
purposes (with minor adjustments) , at the following 
rates : 



Adi us ted Gross Income RATE 



Less than $3,000 1% 

$3,000 - $6,000 1 1/2% 

$6,000 - $10,000 2% 

$10,000 - $15,000 3% 

$15,000 - $20,000 4% 

$20,000 - $25,000 5% 

$25,000 - $35,000 6% 

$35,000 - $50,000 7% 

$50,000 and over 8% 



A credit of $10 was to be allowed for each eligible 
personal exeit^tion. 

A franchise tax to be levied on corporate net income 
as defined for federal purposes, with income of inter- 
state corporations to be allocated according to a 3- 
fac tor formula, the rate to be 4% on the first $10,000 
of income, 8% on the balance. 

3.. For homeowners and renters, a property tax "circuit , 

breaker" in the form of a credit against personal income 
tax for 100% of property taxes in excess of 5% of AGI, 
with a refmd of excess credits. A similar but more 
generous circuit breaker was proposed for senior 
citizens. 

4. For corporations, a. property tax circuit breaker in 
the form of a credit against corporate income tax for 
80% of property taxes in excess of 25% of Ohio income, 
with a 5-year carryover for excess credits. 

5. Repeal of the existing corporate f ranchise_tax_Qf— 
0.5 percent on net worth. 

6. Repeal of the state tax on intangible personal 
property except for financial institutions, which is 
essentially a 5% tax on interest and dividend income. 

7. A general roll-back of school property taxes, as part 
of a revised formula for state school assistance. 

d. , An extension of the state sales and use tax to cover 
many business purchases formerly, exempted. 

This program paralleled very closely the Task Force re com- 
mehdatiions. The principal departure was the proposed narrowing 
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of the "direct use" rule (item 8 above), v/hich was opposed 
by the Task Force and by most business groups, but strongly 
favored by orgeinized labor. This feature of the program 
later became one of the chief bones of contention. 

The proposed tax program was calculated to generate $1,115 
million in new revenue in its first full year of operation 
(fiscal 1972). Of this amount, $415 million was to be eaten 
up in tax relief, leaving a net gain of $700 million. This 
would amount to an increase of about 50 percent in state general 
fund revenues, but it would have left Ohio still below the 
national average in per capita tax levels and in most categories 
of public expenditures. 

The Response in the House of Representatives 

As was to be expected, the initial response from the 
Republican legislative leadership was one of disbelief and 
outrage over the size of the budget and the f>ize and shape 
of the tax program. Vows were made to greatly reduce the 
• expenditure package , but no rash promises were made to 
scuttle the tax progrcim. Democrats in the legislature generally 
expressed cautious approval. 

TO expedite legislative action the House of Representatives 
divided the Adnu.nistration program into 3 separate bills, 
containing the education financing portions, a second containing 
all other appropriations, and a third containing the tax pro- 
posals. Hearings were begun immediately . with promises by the 
House leadership to aim to complete action by mid-May. The 
Ways and Means Committee, which handled the tax program, heard 
numerous witnesses endorse the general approach with few or no 
modifications. No major interest groups came out in firm op- 
position to the income tax concept though many argued that the 
total package was too large. Business groups focused their 
criticism on the proposed narrowing of the direct use exclu- 
sion rather than on the income tax proposals. Simultaneously 
.jjSLgoti^tion and debate was going on in party caucuses and in 
private sessions among legislative leaders and representatives 
of the Administration. 

As the weeks went by it became evident that the Republicans , 
who controlled the House with 54 members to the Democrats' 45, 
were nearing agreement on a scaled down education program and 
a greatly reduced general appropriations bill to offer as alter- 
natives to tlie Administration program, but that deep divisions 
existed within the caucus on the tax program. 

While the Democrats bided their time. House Republicans 
engaged in a bitter 3-way struggle. One group opposed any form 
of personal income tiix, favoring instead a greatly reduced 
spending! program to be financed if necessary by an increase 
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in sales tax. A second group favored an income' tax to raise 
new money and to accomplish some structural reform, but insisted 
that such^ a tax should take the form of a flat rate county income 
t^, to be enacted in each of the state's 88 counties binder a 
legislative mandate, and to return all its revenue to local 
governments in the county of origin. A third group favored a 
personal income tax, but only if it were a state income tax 
with graduated rates. 



differences existed within both parties over such 
J**^tters as the form and amount of property tax relief, the 
proposed repeal of the intangibles tax, and the balance be- 
tween business and personal taxes. The key issue was the 
extent of sales tax broadening in the area of busihess purchases. 
While the major business organizations were united in determined 
opposition to any narrowing of the direct-use exclusion, organized 
labor was just as firmly committed to achieving a narrowing or 
total repeal of this exclusion, as the price of their support 
for a tax program containing a personal income tax. 

The mid— May target date for completing House action came 
and went without any tax bill having been reported out of 
the House Ways and Means Committee. Meanwhile the Republican 
caucus had reached agreement on an alternative school finance 
and general appropriations package. Near the end of May, the 
House leadership, seeing no early solution to the tax deadlock, 
decided to go ahead and report out the expenditure program 
for floor action. In a hectic session the Republican-drafted 
appropriations and education bills were reported out of committee 
by a straight party-line vote and, under a suspension of the 
rules, sent directly to the floor of th^ House. 

The^e followed a parliamentary maneuver that deserves to 
go down in the books. IifLiiediately. as the . floor was opened for 
debate on the bill (which most Democratic,.’ legislators had not 
seen, much less read) a Republican legislator rose to move 
amendment of the bill to substitute in its entirety the 
language of .the original administration bill. Democrats, 
caught by surprise and aware 'that ■they could not muster votes 
to pass the Administration budget intact, caucused briefly and 
then joined Republicans in voting unanimously against the 
proposed amendment. 

House Democrats no doubt expected . that by defeating the 
in-toto substitution of the Administration budget they, would 
gain the opportunity to propose specific amendments that might 
gain approval, and. thereby restore at least some of the ;uts 
contained in the Republican bill. They were quickly dis- 
abused of this notion, however, for when they moved amendments 
to restore specific sections of the Administration bill the 
Speaker ruled such amendments out of order on ground that 
the matter had already been considered and disposed of. The 
conclusion of the session saw a frustrated and angry Democratic 
minority helpless to block passage of the Republican budget, which 
carried by a near party line vote. 
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In steam-rollering its own expenditure program, however, 
the House leadership committed a strategic error. The expen- 
diture program was clearly a Republican program. While con- 
sider^ly smaller than that proposed by the Administration, 
it still contained enough increases to require additional 
taxes. House Democrats, smarting from their merciless beating 
on the budget, were now content to sit back and dare Republi- 
Ccins to come up with their own tax program. Divided as they 
were, this proved no easy task. 

The expenditure program having been moved on to the 
Senate, the struggle in the Houj^e over the tax program in- 
tensified. Repeated efforts by the leadership to fashion a 
compromise tax program failed. The fiscal year came to a 
close, necessitating legislative action on an interim budget, 
and still no tax program had been reported out of the Ways 
cind Means Committee. 

Finally in mid- July, after intensive backstage nego- 
tiating, agreement was reached to vote out a compromise tax 
program cind bring it before the House. The compromise re- 
sembled the Governor's initial proposal in broad outline but 
was considerably reduced in size. It contained the following 
features . 

1, Corporation franchise tax based on the greater of 
(a) present five mill tax oh net worth or (b) a new 
tax on net income of- 4% on first $25,000 aind 8% 

on balance . 

2, Graduated state income tax inposed on indi- 
viduals at rates from 1% to 4% of federal 
adjusted gross income, allowing $500 exemptions 
for dependents up to constitutional limit of 
$3000 . 

3', Tangible personal property tax assessment levels 
reduced in annual steps from 70% (5 years) and 50% 

(4 years) to 40% for all* taxable property, 

4. Approximate 10% across-the-board reduction in real 
estate taxes, financed by using income tax funds 

< 'to pay part of real estate tax bills. The reduc- 
tion would apply to both individuals and business 
but not to personal property, 

5. Repeal of intangibles taxes on stocks, bonds, 
investments, etc,; Taxes on shares of financial 
institutions cind dealers in intangibles would be 
increased one mill each; domestic insurance 
co^any tax increased from two to three mills. 
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Property tax exen^tions for aged 65 and 
older homeowners , . . . $1 , 000 of assessed value 
regardless of income cind $2,500 of assessed 
value if income is less than $6,000 — financed 
by estate tax increase . 

7. Substantial narrowing of the "direct-use” exclusion 
xinder the sales tax. 

In floor action, two significant amendments weire adopted. 
One, an obvious concession to Democrats still enraged over 
the tactics used on the expenditure bill, restored about 
$167 million that had been cut from the administration 
budget. Although to add an appropriation item to a tax bill 
might seem to violate House rules of procedure, the issue 
was not raised. 

The second amendment was far more controversial. The 
leadership of both parties in the House evidently .believed 
they had sufficient votes to pass the conprpmise package in 
its entirety. On the floor, however, an amendment was offered 
by a conservative Republican to. leave the direct'^-use exclu- 
sion unchanged (i.e., to eliminate item 7 in the above list). 

To the apparent surprise of the leaders the amendment carried, 
all affirmative votes being cast by Republicans. Immediately 
labor-oriented legislators, believing they had been double- 
crossed on this central point in their tax program, threatened 
to withdraw their support from the compromise tax package. 
Quick action by Administration forces headed off the revolt 
and the conpromise package was passed without the controversial 
provision narrowing the direct use exclusion. 

The House passed tax program was estimated to produce, 
net, more than $1.0 billion in new revenue in the fiscal 
19 71—73 biennium. • This fell about $73 million short, however, 
of covering the appropriations- education bill approved earlier. 

Senate Action 



As the Senate began its deliberations on the budget- 
tax program, the State was already several weeks into the 
1971-73 biennium. The Senate Ways and Means Committee 
began work promptly on the bill passed by . the House, held 
two weeks of hearings , and at the end of July sent the bill 
to subcommittee for critical review eind appraisal. 

Unlike the House, the Ohio Senate had not had the expe- 
rience of having considered income tax proposals in the 
preceding session. Most senators had a relatively open mind 
on the issues and were not bound by public statements or 
commitments. In particular, no senators were committed 
either intellectually, emotionally, or politically to the 



idea of a flat rate county income tax, which had proved such 
a troublesome diversion in the House. 

Nevertheless ideological cleavages were quick to form. 
Perhaps surprisingly, the corporate income tax was relatively 
noncontroversial , as had been true also in the House. Con- 
troversv centered rather on the personal income tax. Among 
Republicans the basic division was between a majority who 
opposed the personal income tax and the expenditure increases' 
that would have necessitated it, preferring instead a smaller 
expenditure package financed by a sales tax increase (perhaps 
coupled V7ith a corporation income tax) , and a minority who 
favored or would at least accept a personal income tax. Among 
Democrats the division was between those who would go along 
with sti personal income tax and those who were determined to 
oppose it unless the bill restored the direct-use amendment, 
which was eliminated on the floor of the House, or included 
some other additions to business taxes . 

As August wore on, the Senate Ways and Mecms Committee 
busied itself with technical and perfecting revisions in the 
income tax bill. Many of these restored provisions that were 
contained in the original Administration proposal but were 
knocked out by the House. At the same time it readied an 
alternative smaller package centered on a corporate income tax 
plus a sales tax rate increase. 

Labor Day came and went with negotiations still continuing 
behind the scenes in an unsuccessful effort to line up enough 
votes to pass either the "high budget" with a personal and 
corporate income tax of the "low budget" with a corporate tax 
plus a sales tax increase. 

In the Ohio Senate 17 votes are needed to pass a bill. 

At no time could more than a half dozen Republican votes (out 
of 20) be counted for the income tax program. This meant 
that Democrats had to muster 11 or 12 of their 13 votes if 
the bill were to pass. But a bloc of about 6 labor-oriented 
Democratic senators- steadfastly refused to give their support 
to the bill unless it included a significant narrowing of 
the direct use rule. Moves in that direction, however, would 
cause loss of some’ of the Republic^ votes needed for passage. 
Various alternatives were explored in behind-the-scenes 
negotiations, including adding nev? taxes on financial insti- 
tutions, insureuice companies euid extractive industries. But 
each lost about as many votes on one side as it gained on the 
other. Some Democratic strategists, convinced that it would 
be a mistake to pass a "Democratic" tax'program, favored 
leaving it to bhe Republican majority to bell the cat. Re- 
publiccuis. were equally relucteuit to bear the onus for euiy new 
taxes . 

Finally it was the Republiceui majority that broke the 
deadlock. In late September the Senate by a near party line 
vote approved a greatly reduced budget to be fineuiced by a 



- H'228 



new coirporate net income tax plus an increase in -the sales 
tax. The specific provisions were: 

1. A corporate franchise (net income) tax of 3h percent 
on the first $25,000 and 6h percent on the balance. 

2. Sales tax increase from 4 to 5Js percent. 

3. Extension of the sales tax to certain services, 
mostly services to businesses. 

4. Increase of the cigarette tax from 10 to 15 cents 
per pack coupled with exemption from sales tax for 
a net increase of 3 cents per pack, plus a new tax 
of one cent on each cigar. 

5. An increase in the rate of itax on deposits and shares 
of fincincial institutions. 

6. An increase in the tax on domestic insurance companies. 

7. Property tax exemptions for aged homeowners. 

8. A reduction in tangible personal property assessment 
levels to 45% over a 5-year period. 

The bill was estimated to yield an additional $700 million 
for the biennium (based on a November 1, 1971 effective date) . 
Seventeen Repiiblican senators and one Democrat voted for the 
bill; twelve Democrats and 3 Republiccins opposed it. 



Senate approval of a corporate income tax - sales tax 
package helped in some ways to clear the air. Mciny who were 
lukewarm or 'hostile to new income taxes came to see that there 
were alternatives that were even worse. Almost no. 'one openly 
favored the Senate program. Spending lobbies opposed it on 
ground that it simply did not raise enough money. Labor's 
opposition to a sales tax increase was more fervent than to 
the income tax. And business groups perceived that enactment 
of a corporate income tax unaccompcinied by a personal income 
tax would almost certainly portend further increases in business 
taxes in the future. Recognizing the political obstacles a 
future legislature would face in considering a personal income 
tax, the corporate tax already having been enacted, business 
tended to view the tv;o taxes as cards that had to be played 
together, not singly. 

With adoption of the Senate bill with its radical 
differences from the House-passed bill the issue went to 
conference committee where intensified negotiations continued. 
But several new elements were added. One was the conflict 
between Senate and House leaders . The latter had bled and 
died to achieve House agreement on cui income tax program, only 
to see it scuttled in the Senate. Nor had the House ever given 



- 18 - 



serious consideration to the elements contained in the Senate- 
passed bill. A second new element was injected when spokesmen 
for organized labor softened their opposition to a personal 
income tax, implying that a compromise might be possible that 
would receive the votes of the labor -oriented bloc in the Senate, 

The entire month of October was consumed in intensive 
backstage negotiations as the Conference Committee (consisting 
of two Republicans and one Democrat from each house) struggled 
to put together a compromise program that could pass both 
houses. Because of the belated winning over of the Icibor bloc 
in the Senate to a personal income tax, attention focused almost 
exclusively on the income tax package. But agreement proved to 
be elusive. The package that would ensure near-unanimous Demo- 
cratic support (including additional business taxes) , could not 
retain crucial Republican votes , When changes were proposed 
to attract Republican votes, some Democratic support would 
vanish. 

As negotiations dragged on, pro-sales tax forces in both 
houses grew increasingly restive cuid pressured the leadership 
to allow the Senate budget-tax package to be brought to a vote. 
Early in November the Conference Committee acceded to’ this 
course of action and reported out a budget calling for a 1^ . 
cent increase in the retail sales tax and a corporate net income 
tax of 4% on the first $18,000 of corporate income and 7% on 
the remainder. Administration , spokesmen and other supporters 
of the house-passed personal and corporate income tax program 
expressed confidence that the House (to which the compromise 
would go first) would reject the Senate approach. Their con- 
fidence was borne out when on November 9 the House voted 66 to 
28 to reject the Conference Committee report. All votes to 
pass came from Repub liccins; voting to reject the compromise 
were 24 Republicans and 42 Democrats. 

The House vote finally laid to rest talk of a sales-tax 
solution to the 19 71-73 budget crisis and cleared the air for 
serious consideration of the income tax approach. The question 
of exact form remained, A second Conference Committee, appointed 
after rejection of the sales tax package, went to work quickly 
and on November 12 reported out a proposal containing as its 
major features: 

1, Corporate net income tax to be levied in addition to 
the existing net-worth based franchise tax.. 

2, Graduate rate personal income tax, 

3, "Circuit -breaker” approach to tax relief for homeowners, 
cind for corporations , 

4, Reduction in assessment levels for all forms of 
business tangible personal property. 
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3-cent increase in the state cigarette tax. 

6. Property tax exemption for aged homeovmers. 

7. Rate increases in taxes on beinks and insurance 
companies . 

Optimistic expectations that the magic formula had been 
found collapsed wher.\ Governor Gilligan, apparently to the 
surprise of legislative leaders- in his own party, labeled the 
compromise unacceptable on ground that it was excessively 
favorable to certain business interes-ts. When it Ccime to a 
vote in the Senate on the next day (November 13) it was re- 
jected by a vote of 23 to 10. Nine of the 10 votes to approve 
came from Republicans . 

The following week a third conference committee tried its 
hand at finding a solution. Their attention focused cn the 
so-called Taft-Flannery coii 5 )romise, which had been worked out 
over a period of weeks by Senator William W. Taft (R^Cleveland) 
and Representative James J. Fleuine^ (D-Cleveland) . Following 
this basic plan the committee within a week reported a personal- 
corporate income tax program differing from the one previously 
rejected in the following respects (in addition to minor 
differences in rate structures) ; 

1. Corporate tax to be the greater of existing net-worth 
franchise tax or new net income tax. 

2. No reduction in assessment level for machinery and 
equipment . 

3. New state severance tax. 

4. Across the board reduction in real estate taxes instead 
of circuit-breaker. 

Other features --graduated personal income tax, cigarette tax 
increases^ homes tead exemption, and others were the same as in 
the previous package . 

Hopes again ran high that this compromise would gain the 
necessary 17 Senate votes and break the long stalemate. But 
again something went wrong. When the bill came up on November 
22 it failed by a vote of 17 to 15. Twelve Democrats and 3 
Republicans favored the compromise; one Democrat and 16 
Repiiblicans opposed it. . 

A week later on November 29, a Republican senator moved 
to reconsider the bill. It is thought by some that at that 
time the necessary votes might have been mustered for passage. 
But Democratic senators, possibly because of a mixup in - 
signals, voted against reconsideration, thus finally killing 
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the Taf t-Plannery compromise. Thereupon a fourth Senate- 
House Conference Committee was appointed. 

Using the Taft-planne.ry compromise as a starting point, 
the fourth Conference Committed over a period of a week worked 
out a slightly modified package and reported it out on 
December 9. Later the same day the Senate finally, for the 
first time, voted for an income tax package. The vote, 17 
to 15, found 6 Republicans joining 11 Democrats in support of 
the compromise, while 2 Democrats and 13 Republiceins opposed 
it. The next day the House added its approval by a vote of 
56 to 42 — 13 Republicans voting for the bill and 2 Democrats 
against. Thus ended the longest legislative stalemate in Ohio 
history. On December 20, amid great ceremony, Governor 
Gilligan signed the tax -budget bill, into law, giving Ohio 
its first state personal and corporate income taxes. 

The basic elements of the tax program as finally adopted 
are as follows: 

1. Graduate personal income tax, based essentially on 
fede:|:al adjusted gross income, with $500 allowed 
for each dependent up to a maximum of $3,000, with 
rates of * 5 % on the first $5,000; 

1% on $5,000 - $10, 000; 

2 % on $ 10,000 - $15,000; 

2h* on $15,000 - $20,000; 

3% on $ 20,000 - $40,000; 
on income above $40,000 

2 . Corporate franchise tax based on the greater of (a) 

4% of first $25,000 of net income plus 8 % of balance, 
or (b) * 5 % of net worth. 

3. Tangible personal' property assessment levels reduced 
for inventories from 50% to 45% over a 3-year period 
and for furniture and fixtures, from 70% to 50% over 
a 5-year period. Machinery and equipment unchanged 
at 50%. 

4. New state severance tax of 4^ per ton on coal and 

salt, 1 ^ per ton on limestone, dolomite, sand and 
gravel, 3<: per barrel on oil and per 1,000 cubic 
feet on natural gas. ! 

5. Increase from 10<: to 15<: per pack in cigarette tax, 
accompanied by exemption from sales tax for a net 
increase of 3<: per pack. 

6 . Increase from 2 to 3 mills in tax on shares of financial 
institutions, cuid from 5 to 6 mills for dealers in 
intemgibles . 
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7. Increase from 2 to 3 mills in tax on net worth 
of domestic insurance companies. 

8. Across the board reduction in 'real estate taxes 
of 5% in first year, 10% thereafter, revenue 
loss of local governments to be made up by 
state payment. 

9. Property tax exemption for homeowners aged 
65 or older, ranging from $5,000 of assessed 
valuation for those with family income under 
$4,000 to no exemption if income exceeds $8,000. 

The budget as finally adopted called for total general 
fund expenditure of $4 .3 billion for the biennium (Table 1) . 
This was an increase of more than 40% over that of the 
1969-71 biennium, but was 24% lower than Governor Gilligan 
had requested in March . 

The new taxes provided in the compromise package would 
raise $938 million in new revenue, or less than half the 
amount called for by the Governor's original program (Table 2) 
Some of the difference was accounted for by the postponement 
of effective dates; thus the personal income tax finally 
adopted was estimated to constitute only a little more than 
a third as much, as the original proposed for the biennium, 
though on a full year basis the yield was estimated at about 
half that of the Administration's proposal. The net new reve- 
nue, after allowance for reduced or repealed taxes, was esti- 
mated at $701 million, compared with almost $1.5 billion 
called for by the Governor's budget. 

The Fiscal Realities - An Inexorable Force 

It can fairly be said that the Gilligan Administration 
and the. 109th Ohio General Assembly did not tackle the issue 
of tax reform and new state income taxes purely out of ideal- 
istic concern for a better balanced and more equitable tax 
structure. More important was the simple fact that the state 
needed more money. Rarely if ever does a state Undertake- ' 
major tax structure changes except in context of a fiscal 
crisis. While Ohio's fiscal crisis was less dramatic than 
those of many other states it was nevertheless genuine. The 
severity of the problem is indicated by the fact that nearly 
all the state's political leaders, whatever their other 
differences, agreed on one point: something had to be done. 

The fiscal crisis in Ohio did not involve accrunulated 
debts, unpaid bills or a badly unbalanced budget; the con- 
stitution and statutes of Ohio are very restrictive on deficit 
financing. Instead it took the form of a gradually widening 
gap between demand for public services and the ability of 
tlie state and its local governments to respond. The result 

I 

- 22 - 




Table 2 



OHIO GENERAL REVENUE FUND; Estimated Revenue Impact of 
Proposed Changes, 1971-73 Biennium 












' 'V/ . .'V-' -'. 



Executive 

Budget 


House 

Bill 


Senate 

Bill 


Final 

Enactment 


REVENUE GAIN FROM NEW OR INCREASED TAXES 
Personal income tax 


$1,488.3 


$1,090.5 




$525.3 


Corporate, income tax (net)^ 


352.0 


345.0 


216.2 


340.0 


Revision of direct use 


287.7 


■■ — 


— 


— 


Cigarette tax (net increase) 


— 


— 


67.6 


61.4 


Mixed beverage tax 


— 


— 


.3 


.3 


Domestic insurance companies 


— 


1.4 


1.4 


1.4 


Financial institutions and. dealers 
in intangibles 




3.1 


3.1 


3.1 


Severance tax 


— 


— 


- — 


6.5 


Sales tax Increase 


— 


— 


448.3 


— 


Cigar tax 


^ 


__ 


7.3 


— 


TOTAL 


$2,128.0 


$1,440.0 


$744.2 


$938.0 


REVENUE LOSS FROM REDUCED OR REPEALED TAXES 

Homeowner property tax credits 200.0 








Business property tax credits 


80.0 


— 


— 


— , 


Intangibles tax repeal 


98.8 


98.8 


— 


— 


Homestead /exemption (senior citizens)^ 


— 


45.0 


30.0 


30.0 


Tangible personal property tax 
reduction^ ® 


^ 


33.7 


16.5 


11.5 


Real eistate tax reduction^ 


252.2 


243.0 


— ■. 


195.3 


TOTAL 


$ 631.0 


$ 379.5 


$ 46.5 


$236.8 


NET NEW REVENUE 


$1,497.0 


$1,060.5 


$697 .7 


$701.2 



^Net revenue gain, after' subtraction of revenue loss from repeal or revision 
.of existing franchise tax. 
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'On accrual basis . 



^Loss of revenue to local governments, not compensated for by state payments. 
Source: Ohio Department of Taxation and Department of Finance. 
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was closed schools^ decertified state hospitals and mental 
institutions, substandard state pay scales, welfare payment 
rates well below the state’s own minimum standard, and an 
inability to fund nev; initiatives in control of drug abuse, 
environmental protection and other areas of growing px±>lic 
concern. 



, In 1369-70 the state of Ohio and its' local governmental 
subdivisions spent 17 percent less per capita than the nation- 
al average (Table 3) . The state ranked 40th in the nation in 
per capita support of public services, and 9th among the top 
11 industrial states. The same general relationship held for 
most of the major functions. Since Ohio is somewhat above 
the national average in per capita income, the state's rank 
in expenditure per $1000 of income was still lower. More- 
over, Ohio's position, always relatively low, had deterio- 
rated markedly and steadily over the years (Table 4) . 

Some may argue , of course , that low spending is not 
necessarily an indication of low public Sector performance, 
but may reflect exceptional efficiency. This argument was 
in fact stressed by the Rhodes Administration and its sup- 
porters. It may also be argued that low public expenditure 
is merely a reflection of voters ' preference patterns for 
private as opposed to public use of available resources. 

Both arguments, though impossible to prove or disprove, 
have some plausibility in the Ohio situation. Yet there is 
reason to believe that Ohio's low public spending results 
to a large extent from built-in limits on the ability of 
Ohio's revenue structure to generate "enough" revenue. 

There are, in other words, institutional barriers in Ohio 
that tend to hold public expenditure to a level well below 
that which would equate marginal benefits with marginal 
costs. Five such barriers are discussed in the followiaVg 
sections. 

The Ohio Tax Structure - a "Fine Old Antique" 

Various structural features of Ohio's state-local tax 
system impede the raising of public revenue. These features 
are all associated with the fact that Ohio retained into 
the seventies a tax structure that was essentially a product 
of the depression years of the thirties. Many of its features 
had been deliberately designed to meet problems of that 
time. It is hardly surprising that they proved ill suited 
to the needs and demands of a rapidly growing, inflation -prone 
economy. 

li Low elasticity . In times of depression or fear of 
depression, stability in revenue becomes a prime objective. 

But in times of economic growth and rising prices , revenue 
inflexibility presents a problem. According to the Advisory 
Commission on Intergovernmental Relations, in 1968 Ohio's 
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Table 4 

OHIO IN RELATION TO U. S. AVERAGE AND TOP 11 INDUSTRIAL STATES, 
Selected Categories of State and Local Expenditure 
Selected Years, 1957 to 1969-1970 



Total General Expenditure per capita - 


1957 


1962 


1964 


1969-70 


Ohio as percent of U. S. average ' 


9496 


8996 


8596 


8396 


Rank among 11 industrial states 


8 


9 


10 


9 


Rank among 50 states and D. C. 


32 


38 


40 


40 


Total General Expenditure per $1 , 000 Personal Income - 










Ohio as percent of U. S. average 




87 


83 


81 


Rank among 11 industrial states 


8 


9 


9 


10 


Rank among 50 states and D. C. 


43 


45 


48 


49 



Source: U. S. Bureau of the Census, Governmental Finances in 1969-70 . 



state tax system was least elastic of all the states (Table • 
Low elasticity reflects Ohio's heavy relative dependence on (1) 
property-based taxes, which are inherently unresponsive to 
economic change, and which in Ohio are -especially inelastxc 
because of a unigue rate roll-back provision designed to 
offset growth in revenue due to reappraisal; and (2) sales 
and excise taxes, which also have low elasticity, the former 
because it does not reach the most expansive component of 
consumer expenditure (i.e. , personal services) , and the latter 
b 0 ca.us 6 th©y air© ti©d to nuinb©r of units sold (©a'^* 9 
per pack of cigarettes) and not to the price of the xuem. 

The inelasticity of Ohio's revenue structure goes far 
to explain why its taxes remained so low in relation to fis- 
cal capacity, despite rate increases in property taxes, ex- 
cise taxes, the sales tax, and the corporation franchxse 

tax. 
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2. Uneven impact . While Ohio pre-19 71 taxes average 
low, they impact very unevenly. Some people, some busxnesses, 
and some communities are hit very hard, while otoers are 
almost completely missed. Many highly pro fx table and rapxdly 
growing industries and economic activities lie beyond the reach 
of the existing tax system. In general these are actxvxtxes 
(e.o., consulting, advertising, the professions) that gen- 
erate large income but have little taxable property. The 
cause of the problem again lies in heavy reliance on sales 
taxes and property taxes. Property taxes, because they are 
such cJi important part of Ohio's tax system and because they 
are levied by many hundreds of small local units, are 
especially uneven. 



Many people have speculated on the question of what 
jets the limit to a state's ability and willingness to tax 
ts people and its industry. One possible answer is that 
-he limit is reached at the point where a few sxzable . 
md vocal segments of the taxpaying public can argue conyxnc- 
ngly that higher taxes would wreak serious hardshxp on xts 
iiembers. In a state where the tax structure places great 
)urdens on some while others escape almost untouched, thxs 
:ei ling may be reached at a fairly low level of average tax 
jurden. This appears to have been the case in Ohxo. 




3. Regressivity . Ohio's state and local taxes, in 
terms of effective rate on family income, were estimated as 
of 1968 to average more than 2-1/2 times 

lies with income under $3,500 than on famxlxes wxth $50,000 
or more (Table 6) . Other studies show much the same pattern. 
Moreover, Ohio's pre-1971 tax structure was apparently more 
j» 0 gj-essive than those of most other states. 



"" O 
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Part of the reason for the regressivity of Ohio's tax 
structure is the sales tax, which tends to be regressxve xn 
its impact. Because of the exemption of food for of f-prcsnxses 
consuTAption, however^ the Ohio sales tax is not strongly 

regressive and ih fact appears to be. roughly proper txonal 
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TABLE 5 



RESPONSE OF STATE TAX STRUCTURE TO ONE PERCENT 
CHANGE IN PERSONAL INCOME, 1968 



State 


Estimated 

Elasticity 


Ranking 
(from highest) 


Ohio 


.79 


50 


Texas 


.80 


49 


New Jersey 


.82 


47 


Connecticut 


.84 


46 


Pennsylvania 


.86 


43 


Illinois 


.92 


37 


Michigan 


1.04 


25 


Indiana 


1.09 


20 


California 


1.13 


16 


Massachusetts 


1.21 


11 


Wisconsin 


1.21 


10 


Minnesota 


1.22 


9 


New York 


1.32 


4 


All States 


1.08 




Source: 


ACIR, State and Local 


Finances: Significant 


Features 1967 


to 19 70, p. 67. 
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TABLE 6 



DISTRIBUTION OF STATE-LOCAIi TAX BURDENS RELATIVE TO 
FAMILY INCOME SIZE, 50 STATES AND ALL-STATE AVERAGE, 

1968 



(Tax Burdens as Percentages of Income) 



State 


$3,500 


$5,000 


$7,500 $10,000 $17,000 $25,000 


$50,000 


California 


12.1 


9.8 


8.3 


7.9 


6.3 


6.9 


6.6 


Connecticut 


14.6 


11.7 


9.5 


8.2 


5.9 


5.6 


4.4 


Indiana 


15.4 


13.1 


11.2 


10.1 


7.5 


7.3 


5.7 


Massachusetts 


14.3 


12.1 


11.2 


10.3 


7.6 


7.5 


5.5 


Michigan 


12.9 


11.1 


9.5 


8.9 


6.9 


6.8 


5.2 


Minnesota 


12.2 


11.3 


10.8 


10.7 


8.4 


8.7 


6.8 


New Jersey 


16.3 


13.4 


10.9 


9.6 


6.7 


6.5 


5.2 


New York 


13.2 


11.5 


10.5 


10.2 


8.3 


9.7 


9.8 


Ohio 


10.9 


9.1 


7.6 


6.8 


4.8 


4.7 


3.9 


Pennsylvania 


15.4 


13.0 


11.1 


9.9 


7.0 


6.7 


5.2 


Texas 


11.3 


9.1 


7.5 


6.5 


4.6 


4.5 


3.7 


Wisconsin 


15.7 


13.8 


12.5 


12.2 


9.3 


9.9 


8.2 


All States 


12.8 


10.9 


9.4 


8.7 


6.5 


6.5 


5.4 



Source: Stephen E. Lyle and Don M. Soule, "Interstate Differences in 

Family Tax Burden," National Tax Journal , December 1969, pp. 433-445. 
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to income except in the lowest and highest brackets (Teible 7). i 
The most important reason is the property tax, which in its | 

final incidence is usually thought to be very regressive. I 

The regressivity of Ohio's tax structure is another | 

legacy of depression tax policy; when everyone's income is \ 

low, the only way to raise revenue is by taxing tlie poor. | 

The degree of regressivity in a state's tax structure bears I 

a plausible relation to the willingness of citizens to tax ? 

themselves. It may be that the people of Ohio have been ! 

saying in effect "we don't want any increased public services | 

if we will have to pay for them through the same old iinfair and 
regressive taxes." Such an attitude would help to explain 
Ohio's unusually low level of state-locai taxes. 



4. Fiscal disparities , Ohio's heavy relative depen- j 

dence on local taxes, especially property taxes, has produced a 
situation of fiscal mismatch between public service needs 
and taxable resources. Among school districts, for example, 
assessed value in 1970 ranged from $205,000 per pupil in the 
industrial enclave of Cuyahoga Heights to a low of $3,090 in 
a rural district in Ross County. School levies ranged from 
45.8 mills in Chardon (Geauga County) and Perry Local (Lake 
County) to 9.1 mills in Cuyahoga Heights. Generally speaking, 
property-rich districts tend to spend more per pupil and to 
tax at lower rates. One result is a pattern of inequality 
in school support and in tax levels on homeowners and businesses. 
Another is that despite Ohio's abundant taxable resources , much 
of the tax base lies beyond the reach of the local government 
units that need the revenue. 



The problem reflects Ohio's great relative emphasis 
on local (as opposed to state) taxes and in the fragmentation 
of the local tax base. Forty years ago a large part of 
economic activity was local in character ai^d public services 
often matters of purely local concern. But by 1971 local 
fiscal self-reliance retained little viability as a state 
tax policy. 

5. The property tax limit . The Ohio Constitution 
limits to 10 mills the aggregate of all levies that may be 
imposed on any property, except by vote of the people. This 
limit, which is probably the most restrictive to be found 
anywhere in the nation, has had the effect of requiring local 
govemmentS“-especially school districts — to depend on 
voter-approved levies for the revenues on which their very 
existence depends. For a‘ variety of reasons that heed not 
be detailed here, voters often reject proposed property tax 
levies. In Ohio, school operating levies long were a special 
case, almost always receiving approval. Throughout the 1960 's, 
however, there was a decline in the percentage of proposals 
gaining approval. At the same time the average property tax 
rate increased steadily , ' as did the share of school revenues 
obtained from the local property tax. By 1971, it seems fair 
to say, many Ohioans had pretty much had it with the property 
tax . ' 
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These 5 features of the Ohio state local tax structure, 
all legacies of policy decisions adopted long ago under quite 
different economic conditions, help to explain Ohio's inability 
by the late sixties to finance public services at levels con- 
sistent with the demands and aspirations of its citizens. They 
help to explain also the almost unanimous pressures in 1971 for 
additional state tax revenues, and the considerably less than 
unanimous belief that income taxation would not only produce 
the needed revenues but would also remedy some chronic 
structural defects. 

Municipal Income Taxes 

The fiscal situation of Ohio in 1971 was vastly complicated 
by the existence of more than 300 municipal income taxes . Only 
Pennsylvania rivals Ohio in the widespread use of this form of 
tax. These taxes, though varying in rate and administrative 
procedures and in their treatment of commuter earnings, were 
uniform in coverage ("earned" income, both personal and corporate) 
in the absence of exemptions or nonbusiness deductions, and in 
having flat rates . 

The circumstances that led to the emergence and spread 
of municipal income taxes in Ohio were reviewed earlier. In 
retrospect, it would probably have been wiser for Ohio to 
develop some other answer to its urban fiscal problems. By 
19 71, however, it was too late to consider dismantling the 
municipal income tax structure. The practical issue was 
whether and how to integrate municipal income taxes with a 
new state personal and corporate income tax. The recommendations 
of the Citizens Task Force on Tax Reform, the Governor's tax pro- 
gram, and every version of the income tax that was given serious 
consideration in the legislature, all left the existing structure 
of municipal income taxes strictly alone . 

In some respects the existence of many city income taxes 
may have paved the way for enactment of a state income tax. 

The city tax, though different in form from a state income 
tax, gave 4 out of 5 Ohioans first hand familiarity with an 
income tax other than the federal. Also the business community, 
experiencing the growing conplexities and costs of multiple 
filings of municipal returns, came gradually to see merit 
in a single state tax as a preferable alternative or at least 
as a way of forestalling further local enactments . Labor too 
had reason to prefer a graduated state tax to the flat rate 
"wage" tax. 

On balance, however, the city income taxes were a stum- 
bling block. Neither business nor labor groups were numbered 
among those pushing for a state income tax, so their dislike 
of the municipal taxes proved not to be a deciding factor. 
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Municipal officials/ on fhe other hand/ disliked the idea 
of the state fishing for revenues in their pond. They were 
concerned also over the possibility that the state might 
force ”piggy-*backing" of municipal taxes ori the state tax. 

To do so would necessitate adoption of some uniform rule 
governing taxation of commuter income/* in place of the 
variety of patterns that had evolved in the several metro- 
politan areas of the state. Moreover piggy— backing would 
probably require abandoning the. business portion of the 
city tax/ with revenue consequences ranging from negligible 
to devastating for individual cities. Theoretically the 
revenue loss that would be inflicted on cities could be 
compensated by distribution of a portion of state income 
tax revenues. In practice/ however/ it is nearly impossible 
to devise a distribution formula that would even roughly match 
the pattern of revenue loss among cities . 

Because of these concerns the municipal organizations 
opposed a state income tsix until the late sixties. In 1969 
the Ohio Municipal League modified its position from outright 
opposition to one of insisting on adequate protection to the 
fiscal position of cities / should the state enter the income 
tax field. Subsequently the League concentrated its efforts 
on seeking (1) to avoid a forced repeal or piggy -backing of 
municipal levies; (2) to gain the right to levy a 2% (rather 
than only 1%) tax by councilmanic action (i.e,/ without prior 
referendum) ; and (3) to gain a sizable share of any new state 
distributions to local governments. 

P ressures for property tax relief 

Ohio property taxes in 1971/ even with the increases 
of the previous two decades, were not especially high in 
comparison with the states. They did, however, generate a 
greater proportion of state— local tax revenue than was common 
among the states. Property taxes unavoidably placed painful 
burdens on some (those with low income/property ratios) , even 
at low average rates. These fiscal facts, coupled with the 
political fact that various influential groups felt them- 
selves to be unduly burdened, made pressure for property 
tax relief one of the main considerations in the 1971 tax 
reform movement. 

Senior citizens are an organized and influential group 
in Ohio, as in many other states. Because many retired per- 
sons live on reduced incomes, because property taxes on their 
homes often continue to rise, and because few of them have 
children in public schools, the case is made that it is "only 
fair" that they be given property tax relief. Most commonly 
relief is sought in the form of exemption of part of the 
assessed value of a home owned and occupied by a senior citi- 
zen. 
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Responding to these concerns and pressures, the Ohio 
General Assembly in 1970 proposed a consitutional amendment 
authorizing enactment of such an exemption, and it was over- 
whelmingly approved by the voters in November. Most legis- 
lators interpreted the results as a mandate to enact a 
senior citizen property tax relief measure.^ The revenue 
loss, which could vary from perhaps $5 million to as much 
as $50 million depending on the form and generosity of the 
exemption, had to be recognized in the 1971 fiscal program. 

Farmers and homeowners were also strong in their pres- 
sures for property tax relief. l^esides looking for relief 
from future property tax increases, which enactment of a new 
elastic form of tax would tend to^ bring, these groups were 
demanding reductions in existing property tax levels. The 
fact that earlier income tax proposals such as that advanced 
by the Sealy Committee in 1968 and 1969 had emphasized prop- 
erty tax reduction led to high expectations . The form of 
relief was thought less important tiian the amount. Some 
favored a "circuit breaker" approach to tax relief, others 
a rate rollback, still others an across-the-board cut in 
property tax bills, and a few held out for outright repeal 
of tlie property tax. 

The business community, in addition, has long given high 
priority in its tax reform recommendations bo reducing or 
repealing the tax on tangible personal property. Ohio places 
heavy tax burdens on business inventories, machinery and equip- 
ment and furniture and fixtures. The stcte has developed 
unusually effective administrative procedures for listing and 
valuing such property. It also has a unique statutory clas- 
sification of property that results in tangible personal 
property being assessed for taxation at higher percentages 
of cash value (50% to 70%, depending on the class of 
personalty) than apply to real estate (30-40% , depending 
on the county) . The business community has long argued, plausi- 
bly enough but with little effect, that it makes no sense to 
assess personal property at a higher ratio than real estate, 
and that heavy taxes on temgible personal property are ineq- 
uitcible and produce adverse economic effects . Because of 
the revenue loss involved, the legislature had been reluctant 
to accede to pressures for tangible personal property tax 



'interestingly the Ohio Constitution contains a similar 
"authorizing" amendment granting the General Assembly power 
to enact a personal income tax at flat or graduate rates. 
This amendment, adopted in 1912, has. never been viewed by the 
General Assembly as a "mandate". 
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relief, though some reductions were grcinted in 1967 to 
farmers and merchants. Additional relief was certain to 
receive high priority especially if new taxes were to be 
imposed on business. 

The net result of the strong pressures from these 
sources — senior citizens, farmers, homeowners, and business — 
was that the administration and legislature alike recognized 
as a fact of life that a large part of the revenue from 
ciny new taxes would need to go for property tax relief. 

THE COALITION OF INTEREST GROUPS 

Analysts of the public policymaking process often attach 
crucial significance to the role played by the various interest 
groups . The positions taken at various times by influential 
groups mark the milestones in the evolution of a public policy 
issue. Eventual enactment comes upon formation of a "minimum 
winning coalition” of pressure groups. This process can be 
seen at work in the tax revision episode in Ohio. 

Proponent Groups 

Organized support for a program of tax reform based on 
personal and corporate income taxes developed slowly and late. 
Even during the 1970 gubernatorial campaign, when both can- 
didates were openly talking income taxation only a few 
major groups were on record in favor of such a program. Some 
of those that one might ordinarily expect to find in the van- 
guard were holding back. It is far from clear in Ohio's ex- 
perience that "pressure" groups pressured political leaders 
into tax reform. The fiscal real.ities discussed in the pre- 
ceding section seem to have been more influential. The slow- 
ness of major groups to get behind a specific tax reform program 
probably reflects lack of technical knowledge on the subject 
on the part of both of leadership and members, a reluctance 
to defy an incumbent administration, and perhaps a feeling 
that the effort would be futile. 

Among the n\ajor statewide organizations, one of the first 
to back enactment of new state income taxes was the Ohio Farm 
Bureau Federation. The largest and most influential of Ohio's 
farm organizations, the OFBF maintained a strong interest 
in tax reform dating from its co-sponsorship of the Thatcher 
study in 1962. It saw income taxation as a means of gaining 
relief from the inexorable rise in property taxes, to which 
farmexns are especially vulnercible. On the other hand the 
income tax, personal or corporate, would have a relatively 
light inqpact on farmers, especially if the personal tax in- 
volved exeiT 5 >tions or credits and graduated rates. Until 1970 
the OFBF position consisted of general endorsement of tax 
reform centered on income taxation. At that .time the organi- 
zation developed a specific program and succeeded in gaining 








varying degrees of cooperation from other farm groups — the 
Grange, the National Farmers Organization, and the Farmers 
Union — in presenting a united front to the Administration 
and the 109th General Assembly as it addressed the tax policy 
issue., 

The Ohio Education Association, another early proponent 
group, was probably the most influential organization backing 
the income tax program. While sharing the concern of the farm 
groups over ever-rising property taxes, the OEA's principal 
objective was to gain additional revenue for public schools. 

The OEA first endorsed income taxation as the route to more 
adequate school support in the early sixties. However by 
1965 the organization had come to the view that, despite their 
preference for an income tax, " the sales tax was the most likely 
source of additional school funds . Accordingly OEA took the 
leadership in placing on the ballot in the 1965 general elec- 
tion an initiative p.roposal to increase the state sales tax 
from 3% to 4%, the additional revenue to be earmarked for 
schools. 

Following the defeat of tVie proposal by a substantial 
margin, the organization shifted its emphasis to income 
taxation, enphasizing the greater elasticity that such a 
revenue source would have. During 1969 and 1970, OEA was 
prominent in its support of some form of income tax in the 
hearings' conducted by the House Ways and Means Committee— though 
as noted earlier nothing came of these efforts. In the 1970 
gubernatorial campaign the OEA broke with its long established 
tradition by endorsing the Gilligan candidacy, citing his more 
favorable attitude toward significantly increased state school 
aid, and his willingness to recommend a state income tax (personal 
and corporate) to raise the necessary funds. 

Other education -oriented groups also adopted pro-income 
tax positions during 1970 and early 1971. Tlonong these were 
the Ohio School Boards Association, the Buckeye Association 
of School Administrators, the Ohio Council of PTA's, arid the 
Ohio Public School Employees Association. 

By the time the 109tU General Assembly convened in 
January 1971, other functional interest groups were gradually 
coming to see income taxation as their best hope for increased 
state support. The Ohio Citizens Council for Health and V/el- 
fare and the Cleveland Welfare Federation, both important and 
influential organizations, had long favored increased state 
welfare support . without naming preferred sources. By the 
spring of 1971 they had gone on record in favor of income 
taxation. ' The same evolution of a more specific pro-income 
tax position occurred at cibout the same time in various in- 
fluential "public interest" groups such as the League of Women 
Voters and the Ohio Council of Churches . 
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Neutralizing Potential Opposition 

Just as significant as the alignment of forces favoring 
the income tax program is the list of groups whose potential 
opposition was blunted. In a conservative state like Ohio, 
one must normally expect strong organized opposition to new 
taxes, especially income-based taxes. Business groups 
especially would tend to be in opposition. One of the most 
interesting aspects of the Ohio experience is the manner in 
which some of these potential sources of organized opposition 
were neutralized. 



First it must be noted that the pre— 1971 tax structure 
of Ohio struck hard at business in several ways. The property 
tax, especially on tangible personal property, was regarded by 
business as heavy and inequitable, and its steady rise was 
viewed with apprehension. The corporate franchise tax on net 
worth was perhaps even more inequitable in its impact. Since 
its rate had be\3n increased repeatedly during the previous 
decade, business had good reason to fear that this would again 
be an obvious source of additional revenue. 

There were other possible tax increases that business 
feared even iiK>re than a corporate and personal income tax. 

Some segments' viewed loss of the "direct use" exclusion for 
business purchases as a far greater threat. Still others 
feared possible extension of the sales tax to many categories 
of personcil services. Throughout the business community the 
labor-sponsored TRAC program (to be discussed in a Iciter 
section) was seen as the most ominous threat. Consequently 
some of the business organizations saw personal and corporate 
income taxes as a less bitter pill than some others they 
might be forced to swallow. And some saw possibility of. 
gain if enactment of such a tax program were coupled with 
reductions, especially in tcuigible personal property taxes. 




The combination of fear of a worse alternative and hope 
for some long-sought tax relief caused several important 
business organizations, if not to. campaign for the income 
tax program, at least not to oppose it. This was the stand 
adopted by the Ohio Chamber of Commerce. The State Council 
of Retail Merchants, though continuing to favor extension of 
the sales tax to services, saw an income tax program linked 
with reduction of personal property taxes on inventories as 
an acceptable compromise. The Ohio Manufacturers Association 
consistently opposed the income tax program, though not very 
vehemently. 

The potential opposition of several other powerful business 
lobbies was averted by leaving them out of the proposed tax 
program. Partly because of conplex technical problems, but 
partly for tactical reasons, both the recommendations' of the 
Citizens Task Force on Tax Reform and the Governor's subse- 
quent proposals specifically exempted insurance companies, 
public utilities, and financial institutions from any new 
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taxes, at the same time excluding them from all the tax re- 
lief provisions of the proposed bill. This outcome was wel- 
comed by these industries, most of which had fefired the worst 
from the new Governor. At the same time the Gilligan Admini- 
stration announced plans for a thorough study of the tax 
situation of these industries, hinting that their turn would 
come in 1972 or 1973. 



Another potential source of powerful opposition was the 
libraries. In Ohio, public libraries had long been supported 
by revenues from the intangibles personal property tax. 

Though in name and in legal form a tax on property (princi- 
pally stocks and bonds owned by individuals) , the intangibles 
tax actually applied to income from interest and dividends, 
and thus looked like an income tax. It was generally agreed 
that considerations of equity as well as of practical politics 
would require repealing the intangibles tax along with enact- 
ment of a personal income tax, in order to avoid "double 
taxation . " Such a course would, however, leave the libraries 
vdthout a source of support. 







j 






Two plans were developed, either of which would hold 
libraries essentially harmless . One would have retained the | 

intangibles tax but avoided doioble taxation by allowing personal , 
income taxpayers to credit part or all their intangibles tax j 

toward their income tax liability. The other would have repealed j 
the intangibles tax but established a separate fund from revenues j 
from the new income tax. This fund would in turn be distributed > 
by the state to libraries in a' fashion designed to le ve all ! 

libraries at least as well off as they had been. To further ! 

sweeten the package for libraries the Administration proposed 
to Include in the 1971-73 budget a long-sought appropriation 
to finance development of a regional network of public libraries. 

As a result the library orgeuizations, instead of opposing the 
income tax progreun, devoted their efforts toward v/orking out the 
best possible arrangement for sharing in the income tax revenue. 



Thus these emerged cunong the major statewide interest 
groups a configuration in which a few powerful groups were 
decidedly favorable to the tax program, and most of the others 
wo^e either lukewarm or neutral. One may well wonder why 
enactment did not come promptly and by near unanimous vote. 

There were several elements in the explanations including 
inertia, fear of retribution from the masses of voters, inability 
to agree on details, and political jockeying by both parties 
to pin the new tax partly or entirely on the other. 

The Position of Organized Labor 

Perhaps the most important stumbling block was organized 
Icibor. In other states, labor organizations have often 
figured prominently in the coalition of interest groups press- 
ing for tax reform with emphasis on personal and corporate 
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income taxes. Labor almost always has been found in support 
‘ of heavier corporation taxes, partly under the impression 
that "business" bears the burden rather than "people," partly 
recognizing that, whether the tax is borne by consumers or by 
stockholders, the incidence will be largely out-of-state. 

Personal income taxes, on the other hand, have usually been 
supported by labor because of the opportunity they alone 
afford to introduce some progressivity into state tax structures . 
This consideration is especially important when the income tax 
is seen as an alternative to higher sales taxes. 



Although organized labor favored both personal and 
corporate income taxes during the fifties and early sixties, 
by the latter part of the decade labor was no longer among 
those groups pressing for a personal income tax. The AFL-CIO, 
joined by the United Auto Workers, held that since the existing 
Ohio tax structure was very favorable to business, any new 
revenues should be derived from new business taxes or from^ 
closing loopholes in existing taxes on business. Recognizing 
the strong influence of business organizations in the Ohio 
legislature and anticipating that efforts would be made to 
seek any needed new revenues from an increase in the sales tax, 
labor moved in the late sixties to develop its own tax program 
euid, if necessary, to. place it before the- voters. The route 
labor chose to follow involved a seldom used, provision of the 
Ohio Constitution that allows voters to initiate legislative 
consideration of a proposed bill and if no satisfactory action 
is taken, to place the I'egislation in the ballot. 

During 1970 the Ohio AFL-CIO and UAW, through their Tax 
Reform Action Committee (TRAC) , developed a bill that would: 

1 . Permit exemptions and graduation of rates under 
municipal income tax ordinances; 

2. Provide for a home-Otead exemption for retired 
homeowners age 65 or over; 

3. Redefine personal property to include commercial 
motor vehicles and to provide that the tax on 
commercial motor vehicles be' credited to the 
counties of the State for their loss in revenues 
due to the homestead exemption; 

4. Make national banks, building and loan associations, 
insurance coit^anies and public, utilities subject 

to the corporate fr£mchise tax* 

5. Change the method of valuing corporate shares for 
the corporate franchise tax to one based on 

net income and establish a tax rate of four 
percent on the first twenty-five thousand 
dollars of net income plus seven percent on 
the excess over twenty-five thousand; 
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6 . Change the premium tax on domestic insurance companies 
to the same as tax placed on insurance companies in- 
corporated out of state; 

7. Eliminate the "direct use" exclusion from sales and 
use taxes, but permit exemption where the item pur- 
chased will become a component part of a product; 

8. Provide for a severance tax on natural resources; and 

9. Repeal legislation permitting counties to enact 
taxes at the determination of the Board of County 
Commissioners. 

During November and December, 19 70, TRAC volunteers cir- 
culated petitions and obtained the necessary signatures (3% of 
those voting for Governor at the November election) , thereby 
assuring that the TRAC program would be placed before the 
legislature for consideration. At the same time labor 
leadership vowed that if the legislature failed to act favorably 
on the initiated bill, it was determined to take the next step, 
i.e., gain an additional 3% signatures and place the proposal on 
the ballot. 

Lcibor did not claim that the TRAC program represented 
genuine "tax reform". They viewed it rather as a stopgap, 
preferable to a sales tax increase, but leaving basic structural 
problems unsolved. Nor did labor flatly oppose a personal in- 
come tax, though this component was conspicuously absent from 
the TRAC package. Instead, labor took the position that they 
would oppose any new taxes on individuals, including a personal 
income tax, unless and until all or most of their proposed 
business taxes had been enacted. This position put the labor 
organizations in a stance if not squarely opposed to the 
Governor's tax program, at least in an uneasy and tentative 
compromise. 

The TRAC program was clearly ah embarrassment to the Govei — 
nor, who had been elected with labor support. It seemed to 
place a gun to his head. It diverged in significant respects 
from the Governor's own tax proposals, cind it would have raised 
considercibly less revenue than the Governor thought would be 
needed. The TRAC progreim was viewed with even greater alarm 
by the business community, which feared the seductive voter 
appeal of a sizable tax program with *no visible impact on the 
individual taxpayer. 

As the Administration's tax program made its slow and 
tortuous way through legislative channels, the labor organizations 
did not hesitate to use the threat of the TRAC progreim to gain 
maximum leverage. The prospect of a plebscite on a program 
consisting exclusively of business taxes unquestionably made 
business interests more willing to conpromise. And the prospect 
of defeat of the personal income tax so strongly desired by 
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administration forces unquestionably caused them to fight 
more steadfastly for the business tax components, without 
which labor support would vanish. 

The "minimum winning coalition" that eventually brought 
the income tax program into law was a curious amalgam. Its 
most prominent members were The Ohio Education Association and 
The Ohio Association of Retail Merchants, the former seeing 
in the income tax the prospect for added support for schools, 
the latter seeing it as an alternative to a sales tax increase; 
the farm groups, which saw the income tax as an alternative to 
higher property taxes; tlie "public interest" lobbies, which 
saw it as a step toward a more adequate, flexible, and equitable 
tax structure; and the welfare organizations, who hoped to gain 
increased welfare funds from income tax revenues. Less promi- 
nent were certain business groups which saw it as the lesser 
of various evils, or the price to be paid for the tangible 
personal property tax relief. Reluctant supporters included 
the labor organizations, who held the balance of power and who 
exploited this strategic position to the fullest. 

. CAN ANYTHING BE LEARNED? 

Ohio's experience over the past 2h decades tends to bear 
out the thesis of a coma -convulsion syndrome that characterizes 
the tax policymaking process. Ohio managed throughout most 
of this period to avoid confronting its fiscal problems . The 
growing inadequacy of revenues from the existing tax structure 
and the worsening inbalances in tax burdens were ignored or 
covered up as long as possible. When at last the political 
cost of continued inaction rose to the point where it exceeded 
the cost of doing something, the coma’ phase gave way to a year 
OT more of convulsive maneuvering on tax policy which paralyzed 
the state legislature, racked the internal power structure of 
both parties, forced the administration to make drastic cuts 
in expenditures, and stirred the general public from its usual 
lethargy into a frenzy of letter writing, lobbying, and forming 
of "ad hoc" committees. 




One cannot avoid feeling that there must be a bef-er way 
to m^e tax policy. If rational analysis offers any hope in 
dealing with social cind economic problems, efforts must be 
made to substitute reasoned consideration of policy issues 
and alternatives for the half-baked and potentially disastrous 
solutions worked out in a spirit of desperation. It is worth 
considering whether the Ohio episode gives any insights into 
how the tax policymaking process might become more rational. 

Causes of the Co i \a -Convulsion Syndrome 

The roots of Ohio's 1971 bout with tax reform are complex 
and deep. Any attempt to sin^lify and generalize must do 
violence to the facts in some degree and omit many subtle in- 
fluences. Nevertheless it seems possible to identify three 
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underlying and interrelated causes that allowed the state to 
reach a point where drastic action was called for. Each of 
the three in turn suggests some possible steps which, if taken 
in time, could perhaps have averted or eased the subsequent 
convulsion. 

The first cause was fiscal. Ohio experienced 25 years of 
coma because of a fiscal situation that allowed citizens and 
political: leaders alike to believe that all was well and 
nothing needed to be changed. The wartime surplus helped 
Ohio to get through more than a decade of postwar expansion 
without any serious fiscal problems. To be sure, the recession 
of 1958-61 brought on fiscal problems, but these were weathered 
by expenditure restraint coupled with modest increments in 
existing taxes. Throughout most of the sixties a superficially 
strong fiscal position was maintained by general economic ex- 
pansion, continued tight-fisted budgeting and further incremental 
changes in existing taxes. 

Qhio's decentralized revenue structure, in which a rela- 
tively large share of state-local tax revenue is raised locally, 
contributed to the false sense that all was well. Although 
steadily rising property taxes and municipal income taxes caused 
growing unrest, few people recognized these as the outcome of 
state tax policies. School boards, mayors, city councils and 
county commissioners were seen as the culprits, while the state 
legislature and administration were long able to view the 
problems as local rather than statewide in nature. Those who 
made state tax policy also were firm in their conviction that 
responsible government requires those who spend public money to 
bear the responsibility for raising tlie revenue. 

That an emerging fiscal crisis could have evolved almost 
unnoticed in Ohio is perliaps surprising, in view of the unusual 
degree to which Ohio makes tax policy by plebiscite. As has 
been noted Ohio has exceptionally restrictive property tax 
and debt limits, which necessitate frequent voter referenda 
on fiscal matters . One might think that this would create 
among the citizens a heightened awareness of tax problems, 
advance warning of coming crisis, and perhaps greater sophis- 
tication in evaluating alterncitives . Such seems not to have 
been the case. The Ohio experience gives no clear support to 
the notion that extensive citizen participation through the 
referendum process contributed to the rational tax policymaking. 

This observation suggests a second cause of the coma- 
convulsion syndrome in Ohio — the general lack of public aware- 
ness and understanding of tax matters. If Ohioans were 
probably no less well informed oh such issues than the. citizens 
of other states, they almost certainly were not better informed 
D&spite the excellent information service provided on a state- 
wide basis by the Ohio Public Expenditure Council and by such 
local organizations as Governmental Research Institute in 
Cleveland, few Ohioans knew how schools, welfare, parks or any 
other public service are financed, where the money com.es from 
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or where their teix dollars go, or even the difference between 
local, state, and federal taxes. Still fewer had any con** 
ception of how to evaluate tax structures or tax policies 
except in crudest terms of direct personal impact. Almost 
no one recognized public services as having any positive value 
to them or as being in any way affected by tax decisions. 



Even among interest groups had a direct and continuing 

! stake in tax policy the level of technical tax understanding, 

I at least in Ohio, was so low that policy positions were sometimes 
i taken that could be shown to be contrary to the very interests 
! the organization purported to serve. Likewise few legislators 
had a grasp of any dimension of tax policymaking other than 
i the legal and the political. Economic effects, administration, 

I and taxpayer con^liance problems were usually ignored. Con- 
. sequently legislative attention tended to focus on narrow 
j legalistic technicalities of tax laws and proposals for re** 
vision, rather Uian on broad policy issues. 



The same lack of understanding of and interest in tax policy 
I carried over into state administration in Ohio. For many years 
I there was literally no one in Ohio whose job it was to look at 
i the state**local tax structure in broadest terms cuid to make reconr- 
I inendations on tax policy. Though Ohio has over the years been 
f lucdcy to have some of the nation's most distinguished and effective 
I tax commissioners, the responsibilities of the position have 
I xisually been considered to center on execution rather than nmking 
I of tax policy. Recent governors have had little interest in tax 
i policy (except from a purely political standpoint) and little 
I access to advice on the subject. 

I The third cause, vdiich is really inseparable from the 

I first two, is the existence throughout Ohio's long comatose 
phase of a political situation that led to fiscal problems being 
! consistently swept under the rug. As noted earlier, the DiSalle 
\ defeat in 1962 was widely interpreted as a reaction to tax in** 

I creases his administration has initiated. The no**new*-taxes policy 
I of his successor effectively ruled out any consideration of funda- 
mental tax revision for an 6-year period. It also guaranteed 
that change, when it did come, would appear as a radical break 
with tradition * 

^ Possible Remedies 



If the causes of the coma-con vulsicn syndrome in Ohio 
are indeed those outlined above , certain kinds of remedies 
are iirplied. Some changes in the way states manage their 
public affairs might avert fiscal crises, ittprove public 
understanding and discourage irresponsible political maneu- 
vering. To be realistic, however, one must probably recog- 
nize that in derrocratic political systems major policy changes 
seldom take place until an intolerable situation or a crisis 
develops. All that can really be hoped for is that the coma 
phase can be shortened and the crisis be made less convulsive. 
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The Ohio experience points up most clearly the need 
for continuing attention to tax policy on the part of top 
level policymakers in both legislative and administrative 
branches. It should be the objective of policymakers to 
define clearly their policy goals in such matters as the 
proportionate dependence on various tax sources t the balance 
between locally-raised and state-raised revenues, the desired 
degree of tax structure elasticity, the proper state share of 
local school costs and the state role in subsidizing other 
local subdivisions. Defining objectives implies thoughtful 
consideration to such issues as tax exporting; the effects 
of taxation on industrial location, urban growth patterns, 
and housing; the incidence of taxes by income group; the 
proper role of business taxes; the relation of state-local 
taxes to benefits received; and the nature and extent of 
geographic spillovers of expenditure benefits. The issues 
here are enormously con^lex. Nevertheless this does not 
excuse their being totally ignored, as was the case for years 
in Ohio. 

Also needed is continuing attention to long-range trends 
in state-local revenues and expenditures, in order that policy- 
makers can anticipate emerging fiscal problems and make plans for 
dealing with them before they reach crisis proportions. Ohio has 
recently begun to give consideration to the long-range results 
of tax policy decisions as well as of expenditure programs. 

Had high-level attention been given routinely to such matters 
a decade ago some problems might have been avoided. 

It is relatively simple to say that objectives should 
be defined and long-range plans made. The difficulty lies 
in institutionalizing the process and assuring that it is 
carried out. One possibility would be the establishment of 
a permanent Economic Advisory Council that would concern 
itself with state- local fiscal problems, along with other 
economic issues. Another mode that is found in a few states 
involves a permanent Tax Structure Study Committee, responsible 
to the Governor or to the legislature for identifying and study- 
ing emerging fiscal problems and making well publicized recom- 
mendations. Numerous other arrangements can be visualized. 
Conceivably, a federal matching grant for long-range fiscal 
planning could serve as an effective inducement. \^ile all 
such arrangements have their problems and can easily be sub-^ 
verted for political purposes or rendered ineffectual, experi- 
mentation along these lines in a few states gives cause for 
encouragement. 

Improving the level of technical understanding of tax 
matters by legislators is still more difficult, but equally 
iitportant. Most legislators bring little technical knowledge 
to the job, learning on the job what they believe is necessary, 
mostly with lobbyists as tutors. In recent years several states ? 
have instituted the practice of holding short orientation 
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courses for legislators, the aim being to inparb a modicum 
of expertise on such issues as education, welfare, and 
taxation. Ohio experimented in 1969 with a legislative 
seminar of this sort, with only partly .satisfactory results. 
Another planned for early 1971 was cancelled because of an 
untimely blizzard. One wonders how legislative action on the 
tax proposals might have differed had the seminar been held. 

In the long run, however, it must be assumed that 
government will undertake activities that are politically 
risky only if public opinion forces them to do so, or if the 
political risk is reduced to an acceptable level. Thus the 
basic need is for increased fiscal awareness on the part of 
the public at large and greater sophistication in analyzing 
issues and alternatives. Among the matters on which im- 
proved public tinderstanding seems roost needed are the 
economic and social benefits of public expenditures, the 
functional responsibilities of various levels of government, 
the sources of governmental revenue, and some fundamentals 
of tax policy. 

A major obstacle to gaining in^iroved public understand- 
ing is the widespread opinion that tax policy is hopelessly 
dull, or conplex, or both. It was for these reasons that 
the Ohio League of Women Voters even by 1971 had given little 
study to the topic despite its obvious timeliness and crucial 
importance. Another problem is the dearth of nontechnical 
materials although such ccmtributions as Ecker-Racz*s recent 
book The Politics and Economics of State and Local Finance 
should go far to meet this necrd. Educational seminars are 
potentially valuable. In Ohio sucdi seminars have been 
sponsored throughout the state by such organizations as the 
AFL-CIO, the Agricultural Extension Service, and The Municipal 
Iteague. The effectiveness of educational efforts of this sort 
could be enhcinced if the process could somehow be activated 
before the issues reach the crisis stage. The universities no 
doubt can do a far more effective job of education on tiix 
policy, both in the regular curriculum and in continuing 
education programs . 

The press plays a dominant role in educating the public 
on fiscal matters. In Ohio, press (including radio and TV) 
coverage of the controversy over tax policy was very uneven. 
Some segments gave the matter much attention, others very 
little. Still greater was the variation in quality of cover- 
age. Some individual reporters were sophisticated in their 
grasp of the issues and accurate in reporting then., while 
others consistently misunderstood, garbled and distorted. 
Editorial comment varied, predictably and appropriately, frora 
strongly pro-income tax to strongly against. Less appro- 
priately, much on both sides was evidently based on misinfor- 
mation and misunderstanding. 
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i A better educated and informed press could help enor~ 

I mously to improve public understanding of fiscal matters, 

1 but to accomplish this is no easy matter. Perhaps schools 

I of journalism might require or at least encourage their 

I students to take courses in public finance, and possibly in 

\ other technical areas where public policy issues frequ'^ntly 

I arise. Another possibility might be to offer short courses | 

I under university sponsorship at which editors and members | 

I of the working press could be exposed to a systematic un- | 

i biased summary of basic public finance facts and principles. \ 

i I 

I Finally, there are certain changes in tax structures | 

I themselves that could help greatly alleviate the coma** 

! convulsion syndrome. Revisions to bring about greater elas- 

I ticity deserve high priority. Though an elastic tax struc- 

I ture is certainly no guarantee of immunity to state fiscal 

I crises, it is obvious that the malaise is worse when tax 

i revenues tend constantly to lag behind economic growth and 

I inflation. To this end, adoption of graduated personal 

; income taxes in states that do not have them, or making more 

i effective use of them in states that do, would mcike for 

I healthier state-local fiscal systems. The federal govem- 

f ment can aid in this process. Credits agaiinst federal income 

I tax for state income taxes paid, and increased federal assis- 

j tance in administering such taxes, might serve as effective 

I inducements to needed state tax changes. 

I Another way the federal government can help states that 

are cor sidering new or increased state income taxes is through 
structural improvement in the federal income tax. Because 
states are for practical purposes tied closely to the concepts 
and rules of the Internal Revenue Code, any loopholes or ineq- 
uities in the federal income tax tend automatically to be 
incorporated into the state tax. The spotlight that was 
turned on federal tax avoidance in connection with debate on 
the Tax Reform Acf of 1969 left many Ohioans convinced that 
the inepme tax, far from being an equitable tax, is so riddled 
with loopholes as to be the very euitithesis of tax. "reform". 
Opponents of the Ohio income tax proposal were able to argue 
with telling effect that only the middle income wage earner » 

would end up paying the tax while the wealthy, with access | 

to expert tax advice, would escape untouclied. 



Relaxation of existing tax lindtations and referendum | 

requirements would do much to facilitate state-local I 

financing, especially in states like Ohio that employ ij 

highly restrictive provisions. These ; constraints are of | 

course entirely self-imposed and can qnly. be eased or re- I 

moved by the people themselves. At the present time it seems f 

inconceivable that the people of Ohio might ever vote to j 

ease the consti-tutional restriction on tax levies or on | 

borrowing. But times and attitudes change. States that do j 
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not labor under such fiscal constraints should profit from 
Ohio's example and shun them. In the meanwhile states like 
Ohio might explore statutory routes toward easing such fiscal 
constraints, and new ones should certainly be avoided. 

Lastly, it would seem that fiscal crises at the state- 
local level could perhaps be avoided if policymakers at all 
levels of government were to give continuous attention to the 
proper sharing of responsibility for financing governmental 
functions. In Ohio, the growing reluctance of local property 
taxpayers to vote school tax levies can be interpreted as a 
reflection of the increasingly statewide (or indeed nationwide) 
nature of the benefits from a function that not too many years 
ago was seem as primarily local and is still largely locally 
financed. It is at least possible that the recurring fiscal 
problems of the states are symptomatic of a similar problem in 
which states continue to be held primarily responsible for 
financing functions (e.g., welfare) which have become largely 
national in the scope of their benefits. If the federal 
government cmd the states were to avoid saddling smaller units 
of government with the burden of financing services, character- 
ized by large spillovers, some recurrent state-local fiscal 
problems might be eased. 
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